BARY-WILLIAMS

ENERGY CORPORATION

April 7, 1998

Kenneth R. Vogel
Chief, Office of Enforcement
Minecrals Management Service
VIA Fax 303-231-3362

Dear Ken:

‘We are in receipt of your April 6th letter in which you outlined your counter proposal for
changes for the refiner Royal_ty—in-Kind (RIK) contract. :

While we continue to appreciate your efforts in this area, you must understand that our
offer was not based on an irrelevant formula that considers arms-length sales vs. non-
arms-length sales. Our offer simply considers market value, the only prudent way in
which to purchase crude oil.

In consideration, however, of your revised proposal regarding surety requirements as
outlined in your letter, we hereby modify our differentials as follows:

Light Lounisiana Sweet St Jame: /}\ /T
Heavy Louisiana Sweet ~ Empire

,

Eugene Island St. James X-u

Bonito Sour St. James x-5

Mars Clovelly ~_
Texas Gulf Coast Texas City \L J/ [ ;”} J

We are in agreement with all other items as outlined in vour April 6, 1998 letter with the
exception that the pricing formula would utilize L x-H K45

- . P

et —

2 - - 7/ - s

As stated in the March 27, 1998 mecting, the four undersigacd refiners arc prepared to [ (
immediately individually work with you on defining actual transportation costs and
quality adjustments, if any, back to the lease once agreement has been reached.
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Kenneth R. Vogel
Minerals Management Service
April 7, 1998

Due to the “market sensitive” nature of our proposal, our offer must be withdrawn by
5.00 p.m. Mountain Daylight Savings Time on April 9th if acceptance is not received by
you prior to that time. .

Thank you, Ken.

Sincerely,

Donald A. Hamilton

AND DONALD A. HAMILTON ON BEHALF OF:

Rod Nelson
Calcasieu Refining Companuy

Luke Wethers
Giant Refining Company

Dennis Cernosek
Placid Refining Company
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Aprl 16, 1998 NSN 7540-01-317_7388
P ’ S0-101 GENERAL SERVICES ADMINISTRATION

Kenneth R. Vogel

Chief, Office of Enforcement

Minerals Management Service VIA FAX: 303/231-3362
Dear Ken:

Thank you for the meeting today. 1 hope that the industry contracts presented to you in this
meeting, and in prior meetings, help in evaluating our proposal.

In our meeting, you asked for a new proposal. We hereby offer the following differentials.

Light Louisiana Sweet St. James 'T\ T
Heavy Louisiana Sweet Empire Y -
Eugene Island St. James x-5
Bonito Sour St. James

Mars Clovelly '
Texas Gulf Coast Texas City V/

Due to the market sensitive nature of this proposal, this offer is only valid until 5:00 p.m.
Mountein Time, April 20, 1998. We are in agreement with ali the other items as outlined in your
April 6, 1998 letter. We would very much appreciate hearing from you prior to that time as I am
sure everyone involved wishes to come to a resolution on this issue. :

Sincerely,

D—

Donald A. Hamilton
VP, Raw Material Supply

AND DONALD A. HAMILTON ON BEHALF OF:
Rod Nelson, Calcasicu Refining Company

Luke Wethers, Giant Refining Company
Dennis Cernosek, Placid Refining Company

370 17th Street. Suite 5300 / Denver, Colorado 80202-5653 / (303) 628-3800. °
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TTORNEYE AT LAW
DENVER o ASFEN SLITE S0 TELEPHONE [307] 778-4200
AOLADER » COLORADD SMINGS 2000 CAREY AVENUL FACSIMLE PIO7) 77801 1>
DENVER TECH CENTER CHEYENNE, WYOMNG 12001 -3444
BHLINGS = BONSE ’ mumm
CHEYENNE » JACSSON HOLE [} .
SALT LAXKE CIFY CHEVENNE, WYOMING 52003-1347 THOMAS L. SANSONETTL,
p.C.
307-778-4235
nonar.com
. Mareh 25, 1998

Cynthia Quartcrman, Dircctor
Minerals Manggement Service
Department of the Intezior
1849 (* Street N.W.

Washington, DC 20240
Re:  April Meeting With Small Refiners Coalition
Doar Director Quarterman:

| am writing to request a meeuny with yon on behalf of the five members of a small
refiners coulition that | ropresent. All of the coalition members cither arc or have heen
participants in the Minerals Management Service's royally-in-kind (R1IK) program.

We wish to discuss with you cur desire to obtain a legislative solution to the
regoactive pricing adjusuments for ullcged past under valustions that is ercating havoc for
the small refiner industry and the RIK program itsell. We would like thirty minutes of your
time. The atlendees besides mysell would be onc representative from cach of (he following
companics: Wyoming Relining, Gary-Williaras, Giant Refining. Placid Refining and
Calcasicu Refininp.

[ understand from your scerctary Lynn Renna that you are booked until the week of
April 20%. Sincc our coalition members will be in Washington, D.C. 10 ancnd the House
Resnurce eocmy subenmmittee hearings on 11.R. 3334 on April 23, any day thut week would
be particularly convenicnat.

Sinccrely,

,7m./
Thomas I.. Sansonetti, .C.
A PARTNER OF HOULAND & LIART

CHEVIINNL.0084672 0)
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AD/OE - .
Mail Stop 3030 MAR 20 1803

Mr. Thomas Sansonetti
Holland & Hart

Suite 500

2020 Carey Avenue
Cheyenne, Wyoming 82001

Re: Small Refiner Royalty-in-Kind Program

Dear Mr. Sansonetti:

This letter is in response to your March 9, 1998, requesting resolution of several issues involving
retroactive pricing, and future deliveries. We understand that retroactive price adjustments are the most
impottant issue and would impact you the greatest. However, the Minerals Management Service (MMS)
can not agree that retroactive price adjustments will not occur. We believe we must separate the issue of
past pricing from the issue of making future pricing more business-like.

With regards to future deliveries, if MMS can agree on a final price, the invoiced price will not be
subject to audit in the future.

Administrative fees will be adjusted according to changes in cost. MMS can not guarantee that fees will
be lower for future deliveries. At this time, MMS is unable estimate or provide to you the future
administrative fees. However, while our costs may go up temporarily, we do not intend to raise them
during this fiscal year.

Your proposal to reduce the letter of credit requirements are valid. We are currently reviewing the -
options and will be able to discuss them in more detail in our next meeting.

We would still like to meet with the you on March 27, 1998, to discuss these issues and options. The
meeting will take place at 9:00 a.m. in the Auditorium, Building 85, Denver Federal Center.

To make the this mecting as useful as possible, we had hoped that you could be prepared with whatever
market information you hoped to use (especially to the extent you hoped to use a benchmark other than
spot prices). To the extent that you intend to propose the use other price benchmarks, it will greatly
increase the effectiveness of our meeting if you could share those proposed benchmarks, along with the

_ data to support the proposal and the leases to which you believe they should apply.

If you have any questions, regarding location of the meeting or hotel accommodations, please call Linda
Shishido at 303-231-3072. If you have any questions regarding this meeting, please do not hesitate to
call me. We look forward to seeing you.

Sincerely,
Qriginal Signed By
Kenneth R. Vogel

Kenneth R. Vogel
Chief, Office of Enforcement



AD/OE MAR 20 3R
Mail Stop 3030

Mr. Bob Neufeld

Wyoming Refining Company
1600 Broadway -
Suite 2300

Denver, Colorado 80202

Re: Small Refiner Royalty-in-Kind Program
Dear Mr. Neufeld:

This letter is in response to your March 9, 1998, requesting resolution of several issues involving
retroactive pricing, and future deliveries. We understand that retroactive price adjustments are the most
important issue and would impact you the greatest. However, the Minerals Management Service (MMS)
can not agree that retroactive price adjustments will not occur. We believe we must separate the issue of
past pricing from the issue of making future pricing more business-like.

With regards to future deliveries, if MMS can agree on a final price, the invoiced price will not be
subject to audit in the future.

Administrative fees will be adjusted according to changes in cost. MMS can not guarantee that fees will
be lower for future deliveries. At this time, MMS is unable estimate or provide to you the future
administrative fees. However, while our costs may go up temporarily, we do not intend to raise them
during this fiscal year.

Your proposal to reduce the letter of credit requirements are valid. We are currently reviewing the
options and will be able to discuss them in more detail in our next meeting.

We would still like to meet with the you on March 27, 1998, to discuss these issues and options. The
meeting will take place at 9:00 a.m. in the Auditorium, Building 85, Denver Federal Center.

To make the this meeting as useful as possible, we had hoped that you could be prepared with whatever
market information you hoped to use (especially to the extent you hoped to use a benchmark other than
spot prices). To the extent that you intend to propose the use other price benchmarks, it will greatly
increase the effectiveness of our meeting if you could share those proposed benchmarks, along with the
data to support the proposal and the leases to which you believe they should apply.

If you have any questions, regarding location of the meeting or hotel accommodations, please call Linda
Shishido at 303-231-3072. If you have any questions regarding this meeting, please do not hesitate to
call me. We look forward to seeing you.

Sincerely, B
Orighe ¥
Chertemenfifose!

Kenneth R. Vogel
Chief, Office of Enforcement
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AD/OE
Mail Stop 3030 MAR | © 1908

Mr. Don Hamilton
Gary-Williams Energy Corp
370 17th Suuet

Daenver, Colorado 80202

Re: Small Refiner Royalry-in-Kind Progran

Dear Mr. Hamilton:

This letier 16 11 FOSpOnsSe to your March 9. 1998, requesting reaalution of saveral issues involving
retrouctive pricing. and future deliveriss. We undersiand that refroacrive price adjuspmonts ara the maost
nnportant issuc and would ipact you the greatost. Howevar, the Minerals Managument Servias (MME)
oan ROt agres that retroactive prios adjustmenis will not oosaur. We believe we IMUET Aeparate the issuo of
panat pricing from the issue of aking future pricing more busincss-1ilkcs.

With regards 10 furure delivarios, if MMS can agree on & i

nal price, the invaiced price will not b
subject 1o audit in the future.

Administrativa fean will be adjusted according 1o changes in cost. MMS oan not guarantaa that feos will
be lower for futurs deliveries. At this riThe, MMS 15 unable estimate or provide to you the future

admimstratve fess. However, while our costa Tay o up temporarily. we do not intend to raiss them
during this fiscal yoar.

W our propoaul to reduce the lanter of credit requiramnunis are valid, We are currantly raviewing the
options and will be able to dimouss them in mors detail in our next mesting.

We would still like 1o moet with the you onn March 27, 1998, to discuss these ivaues and options. Tho
meoeung will take place at ©:00 a.m. in the Auditorium, ABuilding 85, Denvour Federal Canter.
To maks the this meoting as useflil as possible, we had hoped that you could be prepared with whatover
market information you hoped to uss (eapecially 1o (he EXtent You hoped 1o use a benohmark other than
spot pricos). To the extent that you intend 1o propoac ther use other pmnod benchmarks, it will uyroatly
yncrease the effectiveniees of our mesting if Yyou could share those proposed beanchmarks, alomg with the
dats 1o suppert the proposal and the leases 1o which you heliove thay should apply.

If you have ARy questions, regarding looation of the mewing or hotel dati 1 onll Linda

Smehdo ut 303-231-3072. If you have any GQuUEsLIons regurding this meesting, plenase do not hesitate to
oall me. We look forward to seaing you.

Sinceraly,

Vo BT 5

Kenneth R. Vogel
Chief, OfTice of BEnforcemont



Dennis Cernosek
1940 LA Hwy 1 North
Port Allen, LA 70767

Murray Hetherwick
910 Travis Street
Suite 920

Houston, Texas 77002

William Kitto

2121 Rosecrans Ave.

Suite 2360

El Segundo, CA 90245-4709

Bob Neufeld

1600 Broadway
Suite 2300
Denver, CO 80202

Thomas Sansonetti
Suite 500

2020 Carey Avenue
Cheyenne, WY 82001

Luke Wethers

23733 N. Scottsdale Road
Suite 329

Scottsdale, AZ 85255

Mr. Leo A. Gonzalez
AGE Refining, Inc.
7811 S. Presa

San Antonio, TX 78223
(210) 532-5300

(210) 532-7222 (fax)



March 9, 1998

VIA FAX 303-231-3362

Minerals Management Service
Lakewood, Colorado

Atm: Ken Vogel, Valuation Division
Re: Smail Refiner Royalty-in-Kind Program
Dear Ken:

This letter is being sent on behalf of the following four undersigned companies: Gary-
Williams Energy Corporation, Giant Refining Company, Calcasien Refining Company and
Placid Refining Company. As you koow, each of our four companies is currently a party
with the Minerals Management Service to a Contract for the Sale and Purchase of
Government Royalty Oil. Each of our coniracts was entered into in October, 1994 and 1s for
the purchase of RIK oil being produced from off-shore leases.

We first wanted to thank you for the opportmity which MMS has given us to discuss
the problems surrounding royalty valuation issues and to address potential solutions to these
issues. Given the controversy swrrounding the Wyoming Refining case in particular, and the
jssue of retroactive pricing in general, we can probably all acknowledge that this is a very
difficult issue to resolve, both for industry and the MMS.

In the February 20, 1998 meeting at MMS’ offices in Lakewood, Colorado and m
conversations between MMS and the small refiners, MMS has stated its desire to negotiate
a price formula into all of the small refiner RIK contracts. We certainly agree that price
certainty is crucial to the on-going viability of the small refiner RIK. program. Price certainty
for both past and firure deliveries under the RIK contract makes the RIK barrels much more
attractive to the small refiner than under the present system, which in turn allows the small
refiner to place a higher value on barrels offered by the MMS.



Ken Vogel
Page 2
March 9, 1998

While we welcome the chance to sit down with MMS and renegotiate the pricing
provisions of our existing RIK contracts, there are several issues of the utntost importance
to the small refiner which mnst be resolved prior to the small refiner being able to place a
value on MMS barrels. Once these issues are resolved, we can place a value on MMS barrels
and immediately begin price discussions with the MMS.

Retroactive Pricing

By far the most important issue to the small refiners is the issue of retroactive price
adjustments. Prior to commencement of any price renegotiations, the MMS and the small
refiners must resolve the issue of retroactive price adjustments. To us, assurance of no
retroactive price adjustments 1s simply a matter of fairness and basic contract interpretation.
All four of our companies have paid all amounts invoiced to us by MMS for crude oil
purchased under the RIK contracts. To increase the price several years after the purchases
were made simply is not fair to the small refiner. One of the principal aspects of the RIK
program which allows most small refiners to remain in the program is the right under the RIK
contract to terminate deliveries of royalty oil from certain leases. If the small refiner
determines that oil from certaim RIK leases is uneconomical, the small refiner may terminate
deliveries from those leases. The MMS’ retroactive pricing policy totally abrogates this
contractual right of the small refiner under the RIK contracts. For this contractnal provision
to have any meaning at all, the MMS should reverse its current pricing policy and ratify the
amounts already paid by the small refiners under the current contracts.

Future Deliveries

In addition to retroactive pricing, three other itemas peed to be addressed to make the
RIK. program more commercial.

1. Price Certainty. The price invoiced to the small refiner must be 2 final price and
not subject to audit by MMS in future years.

2 Letters of Credit. It is assumed, with price certainty, the letter of credit
requirement will be reduced. We request that the amount of the letter of credit be calculated
on an industry standard of sixty (60) days of crude deliveries.

3. Admmistrative Fees. We are assurning from the discussions at the Fcbrﬁary 20,
1998 meeting that the RIK program administrative fees will be lower than under the current
program. Please inform us as to what the administrative fees will be for future deliveries.



Ken Vogel
Page 3
March 9, 1998

As stated previously, price certainty on both past and future deliveries as well as
smaller letters of credit and Jower administration fees, will allow the small refiner to place
a higher value on crude oil offered by the MMS. Please respond to these issues as soon as
possible, as we are amdous to move forward with price remegotiations under the RIK
contract. Once the above issues are seftled, we would be able to meet with the MMS either
individually or as a group. We look forward to hearing from you.

Very truly youss,
GARY-WILLIAMS ENERGY CORPORATION

A

Donald A. Hamilton . _
Vice President, Raw Material Supply

GIANT REFINING COMPANY

Luke Wethers

Vice President, Raw Material Supply
PLACID REFINING COMPANY
Dennis Cernosek

Manager, Crude Oil Supply
CALCASIEU REFINING COMPANY

Murray Hetherwick
President
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Donald A. Hamilton .
Vwel’mdmt. Raw Material Supply

. GIANT REFINING COMPANY

VN .
Luke Wethers |
Vice President, Raw Material Supply

_ PLACID REFINING COMPANY
Dennis Cemosek
Manxger, Crude Ol Supply
CALCASIED REFINING COMPANY

Murray Hetherwick
President
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Ken Vogel
Page 3
March 9, 1998

As statrd previously, price certainty on both past and future deliveries as well as
smatler letters of crodit and lower administration fees, will aliow the small refiner to place
& higher value on crude oil offered by the MMS. Plesse respond to these issucs as soon as

possible, as we are apxions to move forward with price rencgotistions under the RIK
confract. Once the above issues are soitied, we would be sbie to rwoct with the MMS cither
individually or as 2 group. We look forward to bearing from you.

Very truly yours,

GARY-WILLIAMSENFRCY CORPORATION

Donald A. Hamilton
Vice President, Raw Material Supply

GIANT REFINING COMPANY

Loke Wethers
Vice President, Raw Material Supply

v, a4
Dennis Cernceek
Manager, Crede Ol Supply
CALCASIEU REFINING COMPANY

Muxray Hetherwick
President

R=9B%,; 03-09-G8 O1:20Fe P00 825
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Ken Vogel

Page 3
March 9, 1998
Assmedprcviously,pﬁcceumiMymbdhpastmdfummddivqﬁsaswcnas
s:nallcrletwtsofaaditandlowu'adm'n&smﬁonﬁa:s.wmﬂlowthe small refiner to place
ammmmwmwmm.mmmmmmasms
possible, ummwﬁmmmﬁxwdwﬁhpﬁmrmmﬁaﬁmmdumkm
mmaﬁ.(hncﬁlcahweissmacsenleiw:wwldbeabkwmwwﬁhthem&ﬂm'
indi\i&lmﬂyorasagmnp.Wclookﬁ:rdehmhgﬁmym

Very truly yours,
GARY-WILLIAMSENERGY CORPORATION

Donald A Hamdhon
Vice President, Raw Material Supply

GIANT REFINING COMPANY
Luke Wethers |
Vice President, Raw Material Supply

. PLACID REFINING COMPANY
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REFNAME ONTRAC | Table LEASE Oil DelPoint Price
Calcasieu Refining Company {94104 B 054-002061-0{LLS {South Bend
Calcasieu Refining Company |84104 8 054-003147-0|LLS  |Erath )Y,. L,f Y - 15 '
Caicasieu Refining Company 94104 B 054-003596-0 |HLS |Grand Isle /
Calcasieu Refining Company (94104 B 054-003605-0 |HLS |Grand Isle
Calcasieu Refining Company {94104 B 054-004254-0 |HLS  |Grand Isle \
Calcasieu Refining Company {94104 B 054-005286-0 |[LLS  |Gibbstown
Calcasieu Refining Company 194104 B 054-007917-0{HLS |Grand isle
Gary Williams Energy Corp 94106 B 054-004794-0 [LLS  |South Bend
~ Williams Energy Corp {94106 B 054-006668-0 |[LLS  |South Bend
¢, Wiliams Energy Corp__[04106 __|B ]054-010726-0]LLS Mobil Bums
Gary Williams Energy Corp 94106 B 054-011952-0[LLS  |Mobil Bums
Giant Industries Arizona, Inc. 94107 B 054-002047-0|LLS  |South Bend
Giant Industries Arizona, Inc. (94107 B 054-002063-0[LLS  |South Bend
Giant industries Arizona, inc. (94107 B 054-002084-0[LLS |South Bend
Giant Industries Arizona, Inc. 194107 B 054-002893-0[LLS | South Bend
Giant Industries Arizona, Inc. {94107 B 054-003394-0[LLS  |South Bend
Giant Industries Arizona, Inc. 194107 B 054-003540-0|LLS  |South Bend
Giant Industries Arizona, Inc. |94107 B 054-004453-0{LLS [Sea Robin Ter
Giant Industries Arizona, Inc. [94107 B 054-005479-0(LLS  [South Bend
Giant Industries Arizona, inc. |94107 8 054-005541-0[LLS  [Cocodrie \/
Platform off South
Giant industries Arizona, Inc. |94107 B 054-008680-0(LLS |Bend { '
Placid Refining Co. 94112 8 054-009508-0[LLS  |[South Bend {

\® B \wlsu d\mf) Heoae lengen
'GMB N d/wpfecl l MA éf'w . 507@/@ (hw,jée g w__\au.)

Page 1
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RRECNAMERICONTR S|
Calcasieu Refi94104 054-003147—0 . E
Calcasieu Refii94104 [054-003596-0 HLS |GrandIsle |B

Calcasieu Refij94104  |054-003605-0 0 jHLS LGrand Isie
Calcasieu Refi 94104 [054-004254-0 [HLS _ {Grand Isle
Calcasieu Refi{94104 |[054-0052856-0 (LLS Glbbstown

Calcasieu Refi94104  1054-007917-0 |HLS Grand Isle

Gary Williams [94106 054-010726-0 |LLS Mobil Burns |B

Gary Williams [94106 [054-011952-0 |LLS __[Mobil Burns B

Page 1
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AMENDMENT TO CONTRACT NUMBER

This Amendment to Contract Number (“Amendment”) 1s
made and effective as of the 17 day of August, 1998 (“Effective Date”), by and between
the United States of America, Department of the Interior, Minerals Management Service
(“MMS”) and [name and address of Company (the “Purchaser”). '

- Recitals
MMS and the Purchaser are parties to a Contract for the Sale and Purchase of
Government Royalty Oil, Contract Number , dated
___ (the*“Contract™)

For good and valuable consideration, the receipt and sufficiency of which are
hereby acknowledged, MMS and the Purchaser expressiy agree to amend the Contract as
follows: . S T ;
/Emub o Dol of Lopbly O & T 17
1. All crude oil will be physicallﬂ@rqgI by the lessee/sxai-?.ﬁvﬁ‘;s;qxp?ﬁe Tl
to the trading centers identified in Tables A aa for sale by MMS to the Purchaser at h
such trading centers. ththe specific £ - -, / f o7

accomodations requested:t -asies and spparently agreed to by OE The price for each

grade of crude oil will be based on the relevant market prices for the month of delivery -c fone
and the agreed upon differentials as reflected in Tables A and B. For the purposes of the .~ -~ '
price formulas in Table A, the following items have the meanings set forth below: L (L,

y

“BS” (Bonito Sour) means the arithmetic average of the high and low price quotes L5
for “Bonito” for Platt’s Month of Delivery.

“EDQ” means equal daily quantities.

“EI" (Eugene Island) means the arithmetic average of the high and low price
quotes for “Eugene Island” for Platt’s Month of Delivery.

“HLS" (Heavy Louisiana Sweet) means the arithmetic average of the high and low
price quotes for “HLS" for Platt’s Month of Delivery.

“Kgoch Posting” means Koch Oil Company's posting for West Texas/New Mexico
Intermediate, deemed 40 degrees, EDQ for the Physical Month of Delivery.

“Koch UTGC" means Koch Oil Company’s posting for Upper Texas Gulf Coast,
deemed 40 degrees, EDQ for the Physical Month of Delivery.

“LLS” (Light Louisiana Sweet) means the arithmetic average of the high and low
price quotes for “LLS” for Platt’s Month of Delivery.



«Physical Month of Delivery” means the calendar month during which the delivery
of crude oil occurs.

«platt’s Month of Delivery” means Platt’s quotes from the twenty-sixth (26™) day
of the month two (2) months prior to the month of delivery through the twenty-fifth (25%)
day of the month one month prior to the month of delivery (excluding weekends and

holidays).

“p+> (Posting Plus) means the arithmetic average of the high and low price quotes
for “P-Plus WTT” for Platt’s Month of Delivery. _ .

“Platt’s” means Platt’s Oilgram Price Report.

“WTT” (West Texas Intermediate) means the arithmetic average of the high and
low price quotes for “WTT” for Platt’s Month of Delivery.

“WTS” (West Texas Sour) means the aritlimetic average of the high and low price
quotes for “WTS” for Platt’s Month of Delivery.

“ULGC” means Upper Texas Gulf Coast.

TABLE A
Crade Oil Grad Deli Poi Pri Barrel

(for the Physical Month of Delivery)
Light Louisiana St. James, Louisiana
Sweet X 5 ) /
Heavy Louisiana Empire, Louisiana )Q — (_/:
Sweet :
Eugene Island St. James, Louisiana J‘ /

' The following provides an example of this price calculation:
X=5,

o




Crude Oil Grad T - -
Delivery Point for 1l IIMM | Month of Delivery)
Mars Blend Clovelly, Louisiana _
X-3 e
Bonito Sour St. James, Louisiana x Lf e
Texas Gulf Coast Texas City, Texas P
TABLE B

Leasc# | Delivery Point BriccperBarrel |

. 2 Prices established pursuant to Tables A and B herein and the other terms

and conditions herein will govern the Contract in lieu of any orders, rules, regulations or
guidelines now in effect or hereafter issued by MMS. Comment: This provision is, in my
opinion, unnecessarily broad It establishes the contract modification as:the sole guiding
criteria for performance and enforcement under the contract to the exclusion of existing

orders, rules and regulations. Itis my. understanding that this contract modification was

intended to only change existing igaluationfpro\iiSions"zaildgéénain‘hudit?exx)ﬂsure; ‘ot

establish a replacement forf-eé&sﬁngfmg‘lﬂtions;‘e‘;arde;é's,;:ﬁfcjfj

3. While MMS retains the right to adjust the amount of monthly payments
due MMS based on audits Suggested lanaguage: and reconcilations related to volumes
taken by the Purchaser, prices established pursuant to Tables A and B herein may not be
later adjusted by MMS.

4. Prices established pursuant to Tables A and B herein are intended to apply
prospectively as of the Effective Date. MMS may not use the fact of this Amendment to
establish retroactive determination of value for any crude oil sold to the Purchaser before
the Effective Date of this Amendment, or for any other purpose to seek additional
payments from the Purchaser.

. NN 5. As of the Effective Date, MMS agrees to hold in abeyance for a perio UJ’J [9
e w@ﬁ'om the Effective Date, any demand letters, invoices, orders or decisiong_| 5 S
regading pricing adjustments to amounts due under this Contract for crude oil sold prior M M
1o the Effective Date. Comment; 15 this true? First time TTt hea issue. [MMS :

]
W Hachowao O [N i [ 1j
3 M 'rl ;1\5 'L;ﬂ .," {l’"‘{ ,.‘-‘.“— .‘.-“-‘:“:'7 w;‘k:w)
, T \\\’& A\
- Ry

! s J— . -‘t I's —— ___,U'\f'
-y i e YT {r—

™



10 suggest preferred tolling language]. MMS and the Purchaser expressty understand and
agree that this paragraph 5 shall survive the termination of the Contract.

6. As of the Effective Date, the Purchaser may elect to

(@)  apply the balance of the cash surety the Purchaser paid for the first
month’s royalty oil under the Contract to any outstanding bill issued by MMS
pursuant to the Contract up to the amount of the cash surety; or

(b) reduce its letter of credit (“LC”) to an amount, calculated by MMS,
sufficient to cover the value of sixty-nine (69) days of royalty oil purchases.

Comment: The provisio
eartier with th

elaxation RMP agreed to

application 6

day tevel of coverage, T i :
earlier adjustments 1o surety level : : se volumes resulting from prior
reallocation of leases, Bottont line: we need to be sure before we sign on'the dotted line

here:

radjustments

7. If the Purchaser elects to reduce its LC pursuant to option 6(b) above.
MMS will retain the current cash surety balance to pay for royalty oil delivered in the final
month of the Contract and MMS will reduce the LC surety amount required under 6(b) by
the amount of the cash surety balance retained. Comment; When must MMS do this?

8 Upon termination of deliveries of crude oil under the Contract, MMS will
reduce the amount of the Purchaser’s LC surety requirement in amounts proportionate to )
payments made by the Purchaser to fulfill payment obligations. Such reductions will occur
at the time the Purchaser makes such payments. The Purchaser may not reduce Suggested
addition: without MMS concurrence the surety to an amount less than [MMS 10 insert
dollar amount] which is the amount required to cover the estimated maximum adjustment
that will be made to billed volumes following reconciliation, until the Purchaser pays the
final bill (post reconciliation).

9. MMS will release the surety in its entirety when the Purchaser has paid all
billed amounts up to and including bills issued following final volume reconciliation.

MMS and the Purchaser hereby ratify and confirm the Contract, as Amended
hereby, and confirm that all of the other terms and conditions of the Contract not modified
bv this Amendment shall remain in full force and effect, when not inconsistent with any
modification made herein.



In witness whereof the parties have executed this Amendment to Contract _
as of the Effective Date. MMS expressly acknowledges that this
Amendment is made in accordance with approved MMS procedures.

MINERALS MANAGEMENT ~ [COMPANY]
SERVICE

Vernon B. Ingraham By:

Chief, Accounting & Reports Division Title:
Royalty Management Program . Date:

Date:
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Mary and Linda,

With meany of your group out of pocket right now, 1 thought it might be helpful to summarize
some of the problems we see in Ken's recent draft of our pending agrecment. Some of his
changes are of major concern, bmgiventhcfactlbelicvcmallhavcagood understanding of
the deal, 1 am hopeful we have nothing more than a language problem:

A
sSecond paragraph of recitals: replace “modify” with “amend”. N

*Last sentence in #3: Delcte. This sentonce does not mako any sense at ali considering the
prior sentence. This is a major concern to us and we do not understand why this sentence was
added.

+ Paragraph #6: Delete the last four words: “due to this arrangement.® W all agree the tolling %
agreement is for all activity for this contract, not just the amendment. This is also of importance

to us and we do not understand why this phrase was inserted. Please also be advised we have not

seen the letter agreement that is to be attached. .

*Paragraph #4: We recommend the following:

a) South Bend be put on Table A since all of us have South Bend bbls, and itisa
common onshore trading poiat.

B) Paragraph #4 be written as follows:

While MMS retains the right to adjust the amount of monthly payments due MMS based on

audits related to volumes taken by the Purchaser, prices established pursuant to Tables A and B

hercin may not be later adjusted by MMS. For price establishment in Table B, the purchaser ‘
agrees to furnish all documentation necessary to justify the price variange-from-the-delfvery— d'f&ﬂ-‘m”‘-"‘ ,
naints—in-Table-B-andtiwdelivery-paintsiatanie 4 This documentation may include location

exchange agrecments, buy/scll transportation agreements, pipeline tariffs, pipeline statements,

gravity/sulfur bank statements, etc. Failure to furnish the MMS with such justification

documention could result in the MMS invoicing the purchaser based on prices established in

Table A for like quality crude oil.

Good luck on getting everyone together. 1 am sure you agree, We all need to get going on this...

Don
628-3800w
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AMENDMENT TO CONTRACT NUMBER _#####4

This Amendment to Contract Number (“Amendment”) 1s
made and effective as of the 1" day of August, 1998 (“Effective Date”), by and
between the United States of America, Department of the Interior, Minerals
Management Service (“MMS”) and [name and address of Company —— (the

Recitals
MMS and the Purchaser are parties to a Contract for the Sale and Purchase of
Government Royaity Oil, Contract Number , dated
(the “Contract”). -

For good and valuable consideration, the receipt and sufficiency of which are
hereby acknowledged, MMS and the Purchaser expressly agree to amend the Contract

as follows:

1. Unless dthierwiss specified . all Adt-crude oil will be physically delivered by the
lessees at MMS’s expense to the trading centers identified in Tables A
ding centers

Tables A and B.

2. The Purchaseragres ay fi ol subject 1o ‘
accordance with the following terms. The price for each grade of crude oil
will be based on the relevant market prices for the month of delivery and the
agreed upon differentials as reflected in Tables A and B. For the purposes of
the price formulas in Table A, the following items have the meanings set forth

below:

a. “BS” (Bonito Sour) means the arithmetic average of the high and low
price quotes for “Bonito” for Platt’s Month of Delivery.

b. “EDQ” means equal daily quantities.

c “EI” (Eugene Island) means the arithmetic average of the high and low
price quotes for “Eugene Island” for Platt’s Month of Delivery.

d. “HLS” (Heavy Louisiana Sweet) means the arithmetic average of the
high and low price quotes for “HLS” for Platt’s Month of Delivery.



/I’

e. “Koch Posting” means Koch Oil Company’s posting for West
Texas/New Mexico Intermediate, deemed 40 degrees, EDQ for the
Physical Month of Delivery.

f “Kogh UTGC” means Koch Qil Company’s posting for Upper Texas
Gulf Coast, deemed 40 degrees, EDQ for the Physical Month of
Delivery.

E “LLS” (Light Louisiana Sweet) means the arithmetic average of the

high and low price quotes for “LLS” for Platt’s Month of Delivery.

h. “Physical Month of Delivery” means the calendar month during which
the delivery of crude oil occurs.

i. “Platt’s Month of Delivery” means Platt’s quotes from the twenty-sixth

(26™) day of the month two (2) months prior to the month of delivery -
through the twenty-fifth (25") day of the month one month prior to the
month of delivery (excluding weekends and holidays).

] “p+” (Posting Plus) means the arithmetic average of the high and low
price quotes for “P-Plus WTI" for Platt’s Month of Delivery.

k. “Platt’s” means Platt’s Oilgram Price Report.

1. “WTI" (West Texas Intermediate) means the arithmetic average of the
high and low price quotes for “WTI” for Platt’s Month of Delivery.

m. “WTS” (West Texas Sour) means the arithmetic average of the high
and low price quotes for “WTS” for Platt’s Month of Delivery.

1. “UTGC” means Upper Texas Gulf Coast.

Prices established pursuant to Tables A and B herein and the other terms and
conditions herein will govern the Contract in lieu of any orders, rules,
regulations or guidelines now in effect or hereafter issued by MMS - Nothingin
this Contract shall ¢hange the effectiveness of an fe: repulation
or guideline, 4

While MMS retains the right to adjust the amount of monthly payments due
MMS based on audits related to volumes taken by the Purchaser, pnces

dzscretaon



Prices established pursuant to
prospectively as of the Effective Date. MM
Amendment to establish retroactive determinat
sold to the Purchaser before the Effective Date

other purpose to seek additional payments from the Purchaser.

Tables A and B herein are intended to apply
S may not use the fact of this

ion of value for any crude oil
of this Amendment, or for any

Crude Oil Grade

TABLE A
Deli Pai

Price per Barrel

Delivery)

Light Louisiana
Sweet

St. James, Louisiana

Heavy Louisiana
Sweet

Empire, Louisiana

Eugene Island

St. James, Louisiana

Mars Blend Clovelly, Louisiana
Bonito Sour St. James, Louisiana
Texas Gulf Coast | Texas City, Texas

y

x5,
X~
/1/

rd

/

/!

-

7

' The following provides an example of this price calculation:

-~

x=5,
X~ Y
/

e




TABLE B

ncurrently with
agreed by the
eyance the issuance
toll:any applicable
suiting from MMS
documents dueto-this

n
ie
arrapgement.

Delete ARTICLE VI PAYN
paragraph-7

7. As of the Effective Date, the Purchaser may elect to

a. apply the balance of the estimated cash payment surety the Purchaser
paid for the first month’s royalty oil under the Contract to any
outstanding bill issued by MMS pursuant to the Contract up to the
amount of the estimated cash payment-surety; or

b. reduce itstetterofcredit-(L€) surets
amount, calculated by MMS, sufficient
(69) days of royalty oil purchases. I
surety, MMS will retain the curr

pay for royalty oil delivered ini the final month

Hthe-Purd I b +on-6(b)ad
Insert paragraphs 8 and 9 at end of ARTICLE X

8. Upon termination of deliveries of crude oil under the Contract, MMS will
reduce the amount of the Purchaser’s LC surety requirement in amounts
proportionate to payments made by the Purchaser to fulfill payment
obligations. Such reductions will occur at the time the Purchaser makes such

4



payments. The Purchaser may not reduce the surety to an amount less than the
amount that: ; ; which is the

amount required to cover the estimated maximum adjustment that will be made
1 the Purchaser pays the final bill
unt, within

9. MMS will release the surety in its entirety when the Purchaser has paid all
billed amounts up to and including bills issued following final volume

reconciliation.

10.  MMS and the Purchaser hereby ratify and confirm the Contract, as Amended
hereby, and confirm that all of the other terms and conditions of the Contract -
not modified by this Amendment shall remain in full force and effect, when not
inconsistent with any modification made herein.

11.  In witness whereof the parties have executed this Amendment to Contract as
of the Effective Date. MMS expressly acknowledges that this Amendment is
made in accordance with approved MMS procedures.

MINERALS MANAGEMENT PURCHASER
SERVICE
By:

By:

Vernon B. Ingraham
Chief, Accounting & Reports Division

TITLE
Royalty Management Program

Date:

Date:




Minerals Management Service
P.O. Box 25165
Bldg. 85, Denver Federal Center
Denver, CO 80225-0165
303-231-3749
Fax: 303-231-3362

FAX COVER SHEET
" L 2F-380s
FAX NUMBER TRANSMITTED 13036720337 é s 3'\
To: Karo! Kahatley 9 /O[ ) /7[3 o
Of: Holland & Hart Ha (Take
From: Kenneth Vogel, Chief Office of Enforcement

ClientMatter:  Gary-Williams — Z 7%, M
. { P D
Date: Jyde 26, 1998 _ Dﬂ“. AT ANy
| NUMBER OF PAGES* |
Y |
8%

“DOCUMENTS __ _~ ‘
Changes to para 6 in amefidyd RIK contract
Pro forma tollgfg agreenient —

COMMENTS:

For your apprgval/suggestions.
Please respond by Early Monday.

Lucy Querques ( S Associate Director yﬁd 1 spoke with Don Hamilton this morning. These
changes are based oy Lucy's unders g from a meeting attended by Tom S. in April in which 1t
was agreed that the eXtension of ti would be in a separate renewable tolling agreement for six
months. 1 hope Don hag let yoy&now this was coming. In the amended RIK contract we have been
working on a provision thasgdre the refiners that we would not soon issue enforcement documents to
islation. The first page shows the old language, with OLD next to it: the
s in redline. The language I have drafted for your review is the bottom
with NEW next to it. a tolling agreement is the second page and it would be an
attachment.

The information cokrmined in this facsimile message is information protected by attorney-client and/or the attorney/work product
privilege. It ts intended only Jor the use of the individual named above and the privileges are not waived by virtue of this having been
sent by facsimile. If the person actually receiving this facsimile or any other reader of the facsimile is not the named recipient or the
employee or agent responsible to deliver it to the named recipient, any use, dissemination, distribution, or copying of the
communication is strictly prohibited. If you have received this communication in error, please immediately notify us by 1elephone
and return the original message io us af the above address via U.S. Postal Service.

* NOT COUNTING COVER SHEET. IF YOU DO NOT RECEIVE ALL PAGES, PLEASE
TELEPHONE US IMMEDIATELY AT 303-231-3749.
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AMENDMENT TO CONTRACT NUMBER ##i###

This Amendment to Contract Number (*Amendment”) is
made and effective as of the 17 day of August, 1998 (“Effective Date”), by and
between the United States of America, Department of the Interior, Minerals

Management Service (“MMS”) and [name and address of Company _ (the
“Purchaser”).

Recitals
MMS and the Purchaser are parties to a Contract for the Sale and Purchase
of Government Royalty Oil, Contract Number , dated
(the “Contract™). » '

For good and valuable consideration, the receipt and sufficiency of which
are hereby acknowledged, MMS and the Purchaser expressly agree to amend the
Contract as follows:

Delete ARTICLE IV - DELIVERY OF ROYALTY OIL, paragraphs 1-4 (not
numbered in original contract) and replace with numbered paragraph 1.

1. Unless otherwise specified, all crude oil will be physically delivered by the
lessees at MMS’s expense to the trading centers identified in Tables Afor
sale by MMS to the Purchaser at such trading centers. Crude oil specified in
Table B will be physically delivered by the lessees at MMS’s expense to the
specific delivery locations identified in Table B. In either case, the
Purchaser will be responsible for transportation from the designated delivery
pomnt.

Delete ARTICLE V -PRICE and replace with numbered paragraphs 2 through 5 and
Tables A and B.

2. The Purchaser agrees to pay for royalty oil subject to this contract in
accordance with the following terms. The price for each grade of crude oil
will be based on the relevant market prices for the month of delivery and the
agreed upon differentials as reflected in Tables A and B. For the purposes of
the price formulas in Table A, the following items have the meanings set
forth below:

a. “BS” (Bonito Sour) means the arithmetic average of the high and low
price quotes for “Bonito” for Platt’s Month of Delivery.

b. “EDQ” means equal daily quantities.

c. “E]” (Eugene Island) means the arithmetic average of the high and
low price quotes for “Eugene Island” for Platt’s Month of Delivery.

d. “HLS” (Heavy Louisiana Sweet) means the arithmetic average of the
high and low price quotes for “HLS” for Platt’s Month of Delivery.

1
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e. “Koch Posting” means Koch Oil Company’s posting for West
Texas/New Mexico Intermediate, deemed 40 degrees, EDQ for the
Physical Month of Delivery.

f. “Koch UTGC” means Koch Oil Company’s posting for Upper Texas
Gulf Coast, deemed 40 degrees, EDQ for the Physical Month of

Delivery.

g. “LLS” (Light Louisiana Sweet) means the arithmetic average of the
high and low price quotes for “LLS” for Platt’s Month of Delivery.

h. “Physical Month of Delivery” means the calendar month during

which the delivery of crude oil occurs. -

1. “Platt’s Month of Delivery” means Platt’s quotes from the twenty-
sixth (26") day of the month two (2) months prior to the month of

delivery through the twenty-fifth (25") day of the month one month
prior to the month of delivery (excluding weekends and holidays).

je “P+” (Posting Plus) means the arithmetic average of the high and
low price quotes for “P-Plus WTI” for Platt’s Month of Delivery.

k. “Platt’s” means Platt’s Oilgram Price Report.

1. “WTI” (West Texas Intermediate) means the arithmetic average of
the high and low price quotes for “WTI” for Platt’s Month of
Delivery.

m. “WTS” (West Texas Sour) means the arithmetic average of the high

and low price quotes for “WTS” for Platt’s Month of Delivery.
n. “UTGC” means Upper Texas Gulf Coast.

Prices and delivery points established pursuant to Tables A and B herein and
the other terms and conditions herein will govern the Contract in lieu of any
orders, rules, regulations or guidelines now in effect or hereafter issued by
MMS which would otherwise apply regarding the setting of prices or
delivery points.

While MMS retains the right to adjust the amount of monthly payments due
MMS based on audits related to volumes taken by the Purchaser, prices
established pursuant to Tables A and B herein may not be later adjusted by
MMS. For price differentials in Table B, the Purchaser agrees to furnish al}
documentation necessary to justify the price differentials (between the
delivery points in Table B and those specified in Table A). This
documentation may include location exchange agreements, buy/sell
transportation agreements, pipeline tariffs, pipeline statements,
gravity/sulfur back statements, etc.. Failure to furnish the MMS with such
documentation could result in the MMS invoicing the Purchaser based on the



prices established in Table A for like quality crude oil, with no adjustment
for location, at MMS's sole discretion.

5. Prices established pursuant to Tables A and B herein are intended to apply
prospectively as of the Effective Date. MMS may not use the fact of this
Amendment to establish retroactive determination of value for any crude oil
sold to the Purchaser before the Effective Date of this Amendment, or for
any other purpose to seek additional payments from the Purchaser.

TABLE A
Crude Oil Grad Deli Point Pri B °
- . i -

Delivery)
Light Louisiana St. James, Louisiana
Sweet ] /,’
Light Lousiana South Bend, e
Sweet Louisiana ><_ 5
Heavy Louisiana | Empire, Louisiana / /
Sweet
Eugene Island St. James, Louisiana X L{'
Mars Blend Clovelly, Louisiana
Bonito Sour St. James, Louisiana

Texas Gulf Coast | Texas City, Texas

' The following provides an example of this price calculation:
Y\” g / /
X

~
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TABLE B

Lease# | Delivery Point Price per Barrel

7.
D

Insert paragraph 6.

MMS agrees that it will not issue any demand letters, bills, invoices, orders
or decisions regarding price related adjustments to amounts due under this
Contract for crude oil sold prior to the Effective Date unless it has
previously sent an Issue Letter, setting out any potential alleged price related
adjustments for comment by Purchaser. Such an Issue Letter will not be
issued prior to December 1, 1998. If MMS sends an Issue Letter, it will
attach an agreement (pro forma agreement attached) to toll the issuance of
any enforcement actions by MMS and any Statute of Limitations defense by
Purchaser for a period of not less than one year from the date of the Issue
Letter. MMS and the Purchaser expressly understand and agree that this
paragraph shall survive the termination of the Contract.

elete ARTICLE VI - PAYMENTS, second bulleted paragraph and replace with

paragraph 7

g.

As of the Effective Date, the Purchaser may elect to

a. apply the balance of the estimated cash payment the Purchaser paid
for the first month’s royalty oil under the Contract to any outstanding
bill issued by MMS pursuant to the Contract up to the amount of the ~

estimated cash payment; or

b. reduce surety, under ARTICLE X, to an amount, calculated by MMS,
sufficient to cover the value of sixty-nine (69) days of royalty oil
purchases. If the Purchaser elects to reduce its surety, MMS will
retain the current estimated cash payment balance to pay for royalty
oil delivered in the final month of the Contract.

Insert paragraphs 8 and 9 at end of ARTICLE X

Upon termination of deliveries of crude oil under the Contract, MMS will
reduce the amount of the Purchaser’s LC surety requirement in amounts
proportionate to payments made by the Purchaser to fulfill payment
obligations. Such reductions wiil occur at the time the Purchaser makes
such payments. The Purchaser may not reduce the surety to an amount less
than the amount that MMS determines, which is the amount required to

4
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cover the estimated maximum adjustment that will be made to billed
volumes following reconciliation, until the Purchaser pays the final bill (post
reconciliation). MMS shall notify the Purchaser of this amount, within 90
days of the end of the month in which detiveries of crude oil under the
Contract were terminated.

MMS will release the surety in its entirety when the Purchaser has paid all

10.
billed amounts up to and including bills issued following final volume
reconciliation. ‘

RATIFICATION

11. MMS and the Purchaser hereby ratify and confirm the Contract, as Amended
hereby, and confirm that all of the other terms and conditions of the Contract
not modified by this Amendment shall remain in full force and effect, when
not inconsistent with any modification made herein. '

12.  In witness whereof the parties have executed this Amendment to Contract as
of the Effective Date. MMS expressly acknowledges that this Amendment is
made in accordance with approved MMS procedures.

MINERALS MANAGEMENT PURCHASER

SERVICE

By:

By:
Vemon B. Ingraham
Chief, Accounting & Reports Division
TITLE
Royalty Management Program
Date:
Date:




TOLLING AGREEMENT

To avoid unnecessary administrative and judicial litigation, and to allow the
Department of the Interior, through the Minerals Management Service (MMS) and
the PURCHASER to review the facts and to present the issues fully and fairly, and
to allow for potential legislation, which would forgive some or all potential liability
by small refiners for underpayments that MMS believes have been made, the MMS
agrees to forbear the issuance of any enforcement actions for a period of one year
from the date this agreement is signed. In return, PURCHASER agrees that it will
not assert as a defense to any claims, associated with the attached issue letter, by
the Minerals Management Service (MMS) for underpaid royalties, late payment
interest, or civil penalty that the limitation period under any applicable statute of
limitations was running from the date of execution of this agreement until the date
of termination of this agreement. PURCHASER further waives any defense of
laches which it might otherwise assert with respect to that period. .

Through this agreement, neither MMS nor PURCHASER waives any other rights,
claims, or defenses.

PURCHASER Minerals Management Service
BY: By:

TITLE TITLE
DATE: DATE:




OLD

NEW

Paragraph 6:

¢ inath - Concurrently with the execution of this Agreement,
MMS and the Purchaser have agreed by the terms of a letter agreement, which is attached, to
hold in abeyance the issuance by the MMS of any enforcement or pre-enforcement and to toll
any applicable defenses based on the possible untimeliness of the orders resulting from MMS
restraining issue letters, orders or other enforcement documents due to this arrangement.

MMS agrees that it will not issue any demand letters, bills, invoices, orders or decisions
regarding price related adjustments to amounts due under this Contract for crude oil sold pror to
the Effective Date unless it has previously sent an Issue Letter, setting out any potential alleged
price related adjustments for comment by Purchaser. Such an Issue Letter will not be issued
prior to December 1, 1998. If MMS sends an Issue Letter, it will attach an agreement (pro Sforma
agreement attached) to toll the issuance of any enforcement actions by MMS and any Statute of
Limitations defense by Purchaser for a period of not less than six months from the date of the
Issue Letter. MMS and the Purchaser expressly understand and agree that this paragraph shall
survive the termination of the Contract



TOLLING AGREEMENT

To avoid unnecessary administrative and judicial litigation, and to aliow the Department of the
Interior, through the Minerals Management Service (MMS) and the Gary-Williams Energy
Corporation to review the facts and to present the issues fully and fairly, and to allow for
potential legislation, which would forgive some or all potential liability by small refiners for
underpayments that MMS believes have been made, the MMS agrees to forbear the issuance of
any enforcement actions for a period of six months from the date this agreement is signed. In
return, Gary-Williams Energy Corporation agrees that it will not assert as a defense to any
claims, associated with the attached issue letter, by the Minerals Management Service (MMS) for
underpaid royalties, late payment interest, or civil penalty that the limitation period under any
applicable statute of limitations was running from the date of execution of this agreement until
the date of termination of this agreement. Gary-Williams Energy Corporation further waives any
defense of laches which it might otherwise assert with respect to that period.

Through this agreement, neither MMS nor Gary-Williams Energy Corporation waives any other
rights, claims, or defenses.

Gary-Williams Energy Corporation Minerals Management Service

BY: By:

TITLE TITLE

DATE: DATE:




Minerals Management Service
P.O. Box 25165
Bldg. 85, Denver Federal Center
Denver, CO 80225-0165
303-231-3749
Fax: 303-231-3362
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AMENDMENT TO CONTRACT NUMBER ##i##

This Amendment to Contract Number (“Amendment”) is
made and effective as of the 1* day of August, 1998 (“Effective Date”), by and
between the United States of America, Department of the Interior, Minerals

Management Service (“MMS") and [name and address of Company _ (the
“Purchaser”).

Recitals
MMS and the Purchaser are parties to a Contract for the Sale and Purchase
of Government Royalty Oil, Contract Number , dated
(the “Contract”). :

For good and valuable consideration, the receipt and sufficiency of which
are hereby acknowledged, MMS and the Purchaser expressly agree to modify the
Contract as follows:

Delete ARTICLE IV - DELIVERY OF ROYALTY OIL, paragraphs 1-4 (not
numbered in original contract) and replace with numbered paragraph 1. o
x

'S
1. Unless otherwise specified, all crude oil will be physically delivered b¥}}u‘/ ’L}
lessees at MMS’s expense to the trading centers identified in Tabﬁ_ﬁym

sale by MMS to the Purchaser at such trading centers. Crude oil §pecified in
Table B will be physically delivered by the lessees at MMS’s expense to the
specific delivery locations identified in Table B.In either case, the

Purchaser will be responsible for transportation from the designated delivery

point.

Delete ARTICLE V -PRICE and replace with numbered paragraphs 2 through 5 and
Tables A and B.

2. The Purchaser agrees to pay for royalty oil subject to this contract in
accordance with the following terms. The price for each grade of crude oil
will be based on the relevant market prices for the month of delivery and the
agreed upon differentials as reflected in Tables A and B. For the purposes of
the price formulas in Table A, the foliowing items have the meanings set

forth below:

a. “BS” (Bonito Sour) means the arithmetic average of the high and iow
price quotes for “Bonito” for Platt’s Month of Delivery.

b. “EDQ” means equal daily quantities.

c. “EI" (Eugene Island) means the arithmetic average of the high and
low price quotes for “Eugene Island” for Platt’s Month of Delivery.

d. “HLS” (Heavy Louisiana Sweet) means the arithmetic average of the
high and low price quotes for “HLS” for Platt’s Month of Delivery.

1



retroactively adjust the prigc.differcntials,_and bilLunaer the effective
~ - s \\__/

exchange agreement; at it§ sole discretion.

5. Prices established pursuant to Tables A and B herein are intended to apply
prospectively as of the Effective Date. MMS may not use the fact of this
Amendment to establish retroactive determination of value for any crude oil
sold to the Purchaser before the Effective Date of this Amendment, or for
any other purpose to seek additional payments from the Purchaser.

TABLE A
Delivery)

Light Louisiana

St. James, Louisiana

Sweet
Light Lousiana South Bend,
Sweet Louisiana

Heavy Louisiana
Sweet

Empire, Louisiana

Eugene Island

St. James, Louisiana

Mars Blend

Clovelly, Louisiana AU

Bonito Sour

St. James, Louisiana

~  Texas

his price calculation:

X5,
o 4

_—




e. “Koch Posting” means Koch Oil Company’s posting for West
Texas/New Mexico Intermediate, deemed 40 degrees, EDQ for the

Physical Month of Delivery.

f. “Koch UTGC” means Koch Oil Company’s posting for Upper Texas
Gulf Coast, deemed 40 degrees, EDQ for the Physical Month of

Delivery.

g “LLS” (Light Louisiana Sweet) means the arithmetic average of the
high and low price quotes for “LLS” for Platt’s Month of Delivery.

h. “Physical Month of Delivery™ means the calendar month during
which the delivery of crude oil occurs. . :

i. “Platt’s Month of Delivery” means Platt’s quotes from the twenty-
sixth (26" day of the month two (2) months prior to the month of
delivery through the twenty-fifth (25") day of the month one month
prior to the month of delivery (excluding weekends and holidays).

j- “P+” (Posting Plus) means the arithmetic average of the high and
fow price quotes for “P-Plus WTI” for Platt’s Month of Delivery.

k. “Platt’s” means Platt’s Oilgram Price Report.

1. “WTI” (West Texas Intermediate) means the arithmetic average of
the high and low price quotes for “WTI” for Platt’s Month of

Delivery.

m. “WTS” (West Texas Sour) means the arithmetic average of the high
and low price quotes for “WTS” for Platt’s Month of Delivery.

n. “UTGC” means Upper Texas Gulf Coast.

Prices established pursuant to Tables A and B herein and the other terms and
conditions herein will govern the Contract in lieu of any orders, rules,
regulations or guidelines now in effect or hereafter issued by MMS pNothing
in this Contract shall change the effectiveness of any other order, rule,

regulation or guideline. ppbiact s Lalents ~

While MMS retainy'the right to adjust the amount of monthly payments due
MMS based on-audits related to volumes taken by the Purchaser, prices

established pursuant to Tables A and B herein may not be later adjusted By ol Veosg
MMS. The price differentials in Tabled are based on exchange ements, | .er | purn
The Purchaser agrees to furnish;these exc e agreement MS before .. H 5, (AP
the Effective Date of this Agreement. i w s, Gtk

exchange agreements in advance of any changg i ials. Purchaser C b e e
may not submit adjustments to differentia o the time - .
the new exchange agreement is furnish€d to MMS. If the Purchaserfai



TABLE B

: Deli Poi Pri Barrel

7

Insert paragraph 6.

MMS agrees that it will not issue any demand letters, bills, invoices, orders
or decisions regarding price related adjustments to amounts due under this
Contract for crude oil sold prior to the Effective Date unless it has
previously sent an Issue Letter, setting out any potential alleged price related
adjustments for comment by Purchaser. Such an Issue Letter will not be
issued prior to December 1, 1998. If MMS sends an Issue Letter, it will
attach an agreement (pro forma agrecment attached) to toll the issuance of
any enforcement actions by MMS and any Statute of Limitations defense by
Purchaser for a period of not less than six months from the date of the Issue
Letter. MMS and the Purchaser expressly understand and agree that this
paragraph shall survive the termination of the Contract

o0 :
—— Delete ARTICLE VI - PAYMENTS, second bul];ted paragraph and replace with
paragraph 7 — wliber an Fa‘ﬁ{l’ﬁ{\ 7 .
b

“i 8.

/

As of the Effective Date, the Purchaser may elect to

a. apply the balance of the estimated cash payment, the Purchaser paid
for-the-first-month’s-royalty-ett under the Contract to any outstanding
bill issued by MMS pursuant to the Contract up to the amount of the
estimated cash payment; or )

b. reduce, surety, under ARTICLE X, to an amount, calculated by MMS
sufficient to cover the value of sixty-nine (69) days of royalty oil

te B

purchases. If the Purchaser elects to reduce its surety, MMS will C.)
retain the current estimated cash payment balance to pay for royalty O"
oil delivered in the final month of the Contract. _—

Insert paragraphs 8 and 9 at end of ARTICLE X M

Upon termination of deliveries of crude oil under t ontract, MMS will

reduce the amount of the Purchaser’s LC surety réquirement in amounts

proportionate to payments made by the Purchaser to fulfill payment

obligations. Such reductions will occur at the time the Purchaser makes Wy

such payments. The Purchaser may not reduce the surety to an amount less
es”which is the amount required to




volumes following reconciliation, until the Purchaser pays the final bill (post
reconciliation). MMS shall notify the Purchaser of this amount, within 90
days of the end of the month in which deliveries of crude oil under the
Contract were terminated.

yé. MMS will release the surety in its entirety when the Purchaser has paid all

O billed amounts up to and including bills issued following final volume
; reconciliation.
RATIFICATION

/Yl./ MMS and the Purchaser hereby ratify and confirm the Contract, as Amended

% hereby, and confirm that all of the other terms and conditions of the Contract
not modified by this Amendment shall remain in full force and effect, when
not inconsistent with any modification made herein.

_ J»Z/ In witness whereof the parties have executed this Amendment to Contract as
1 of the Effective Date. MMS expressly acknowledges that this Amendment is
made in accordance with approved MMS procedures.

MINERALS MANAGEMENT PURCHASER
SERVICE
By:

By:

Vernon B. Ingraham
Chief, Accounting & Reports Division

TITLE
Royalty Management Program

Date:

Date:




TOLLING AGREEMENT

To avoid unnecessary administrative and judicial litigation, and to allow the
Department of the Interior, through the Minerals Management Service (MMS) and
the Gary-Williams Energy Corporation to review the facts and to present the issues
fully and fairly, and to allow for potential legislation, which would forgive some or
all potential liability by small refiners for underpayments that MMS believes have
been made, the MMS agrees to forbear the issuance of any enforcement actions for -
a period of six months from the date this agreement is signed. In return, Gary-
Williams Energy Corporation agrees that it will not assert as a defense to any
claims, associated with the attached issue letter, by the Minerals Management
Service (MMS) for underpaid royalties, late payment interest, or civil penalty that
the limitation period under any applicable statute of limitations was running from
the date of execution of this agreement until the date of termination of this
agreement. Gary-Williams Energy Corporation further waives any defense of
laches which it might otherwise assert with respect to that period.

Through this agreement, neither MMS nor Gary-Williams Energy Corporation
waives any other rights, claims, or defenses.

Gary-Williams Energy Corporation Minerals Management Service
BY: By:

TITLE TITLE
DATE: DATE:




AMENDMENT TO CONTRACT NUMBLR #fi#i#

This Amendment to Contract Number (“Amendment”) 1s
made and effective as of the 1* day of August, 1998 (“Effective Date™), by and
between the United States of America, Department of the Interior, Minerals

Management Service (“MMS”) and [name and address of Company  (the
“E l H).

Recitals
MMS and the Purchaser are parties to a Contract for the Sale and Purchase
of Government Royalty Oil, Contract Number , dated
(the “Contract™). : -

For good and valuable consideration, the receipt and sufficiency of which
are hereby acknowledged, MMS and the Purchaser expressly agree to modify
amend-the Contract as follows:

Delete ARTICLE IV - DELIVERY OF ROYALTY OIL, paragraphs 1-4 (not

numbered in original contract) and replace with numbered paragraph 1.

1. Unless otherwise specified, all Adt-crude oil will be physically delivered by
the lessees at MMS’s expense to the trading centers identified in Tables A
and-B-for sale by MMS to the Purchaser at such trading centers. Crude oil
specified in Table B will be physically delivered by the lessees at MMS’s
expense to the specific delivery locations identified in Table B. In either
case, the Purchaser will be responsible for transportation from the
designated delivery point.

Delete ARTICLE V -PRICE and replace with numbered paragraphs 2 through 5 and
Tables A and B.

2. The Purchaser agrees to pay for royalty oil subject to this contract in
accordance with the following terms. The price for each grade of crude oil
will be based on the relevant market prices for the month of delivery and the
agreed upon differentials as reflected in Tables A and B. For the purposes of
the price formulas in Table A, the following items have the meanings set
forth below:

a. “BS” (Bonito Sour) means the arithmetic average of the high and low
price quotes for “Bonito” for Platt’s Month of Delivery.

b. “EDQ"” means equal daily quantities.

c. “EI” (Eugene Island) means the arithmetic average of the high and
low price quotes for “Eugene Island” for Platt’s Month of Delivery.

d. “HLS"” (Heavy Louisiana Sweet) means the arithmetic average of the
high and low price quotes for “HLS" for Platt’s Month of Deliverv.

OPTIONAL FORM &9 (7-90)

] FAX TRANSMITTAL -ocmu*j




e. “Koch Posting” means Koch Oil Company’s posung for West
Texas/New Mexico Intermediate, deemed 40 degrees, EDQ for the
Physical Month of Delivery.

f. «Koch UTGC” means Koch Oil Company’s posting for Upper Texas
Gulf Coast, deemed 40 degrees, EDQ for the Physical Month of
Delivery.

g. “LLS" (Light Louisiana Sweet) means the arithmetic average of the
high and low price quotes for “LLS" for Platt’s Month of Delivery.

h. “Bhy_sjg_a]_Mgmh_Qﬂlqliunc” means the calendar month during
which the delivery of crude oil occurs. - :

i. “Platt’s Month of Delivery” means Platt’s quotes from the twenty-
sixth (26™) day of the month two (2) months prior to the month of
delivery through the twenty-fifth (25®) day of the month one month
prior to the month of delivery (excluding weekends and holidays).

J- “P+” (Posting Plus) means the arithmetic average of the high and
low price quotes for “P-Plus WTI” for Platt’s Month of Delivery.

k. “Platt’s” means Platt’s Oilgram Price Report.

1. “WTI” (West Texas Intermediate) means the arithmetic average of
the high and low price quotes for “WTI” for Platt’s Month of
Delivery.

m. “WTS"” (West Texas Sour) means the arithmetic average of the high
and low price quotes for “WTS” for Platt’s Month of Delivery.

n. “UTGC” means Upper Texas Guif Coast.

Prices established pursuant to Tables A and B herein and the other terms and
conditions herein will govern the Contract in lieu of any orders, rules,
regulations or guidelines now in effect or hereafter issued by MMS. Nothing

in this Contract shall change the effectiveness of any other order, rule,
regulation or guideline.

While MMS retains the right to adjust the amount of monthly payments due
MMS based on audits related to volumes taken by the Purchaser, prices
established pursuant to Tables A and B herein may not be later adjusted by
MMS. The price differentials in Table B arc based on exchange agreements.
The Purchaser agrees to furnish those exchange agreements to MMS before
the Effective Date of this Agreement. The Purchaser must furnish new
exchange agreements in advance of any change of ﬁiffercntials."?urbhaser
may not submit adjustments to differentials for production prior to the time
the new exchange agreement is furnished to MMS. If the Purchaser fails to
furnish the price adjustment prior to its taking effect, MMS may ‘



retroactively adjust the'price differentials; and bill under the effective
exchange agreement, at its sol¢ discretion.’

5. Prices established pursuant to Tables A and B herein are intended to apply
prospectively as of the Effective Date. MMS may not use the fact of this
Amendment to establish retroactive determination of value for any crude oil
sold to the Purchaser before the Effective Date of this Amendment, or for
any other purpose to seck additional payments from the Purchaser.

TABLE A
- , o
Delivery)
Light Louisiana St. James, Louisiana
Sweet
Heavy Louisiana | Empire, Louisiana

Sweet
Fugene Island St. James, Louisiana

-~

5
U

Mars Blend Clovelly, Louisiana

Texas Gulf Coast | Texas City, Texas

Bonito Sour St. James, Louisiana /

! The following provides an example of this price calculation:

-5,
=
/

v



TABLE B _
Lease # Delivery Point Price per Barrel

Insert paragraph 6.

Concurrently with the execution of this Agreement, ‘MMS and the Purchaser
have agreed by the terms of a letter agreement, which is attached, to hold in
abeyance the issuance by the MMS of any enforcement or pre-enforcement
and to toll any applicable defenses based on the possible untimeliness of the
orders resulting from MMS restraining issue letters, orders or other
enforcement documents due to this arrangement.

Delete ARTICLE VI - PAYMENTS, second bulleted paragraph and replace with
paragraph 7

7. As of the Effective Date, the Purchaser may elect to

a. apply the balance of the estimated cash payment surety the Purchaser
paid for the first month’s royalty oil under the Contract to any
outstanding bill issued by MMS pursuant to the Contract up to the
amount of the estimated cash payment-surety; or

b. reduce itstetter-eferedit(“€>) surety, under ARTICLE X, to an
amount, calculated by MMS, sufficient to cover the value of sixty-
nine (69) days of royalty oil purchases. If the Purchaser ‘clects to
reduce its surety, MMS will retain the current estimated cash
payment balance to pay for royalty oil delivered in the final month of

the Contract.

L thre-Pure] ] ] s LG on-6(b)at
* E¥ [S -*] s l ] ] ] E ] -] I Il I ) *
thefirralmonth-of the-Contract-and-MMS-wilt reduce the EC-surety-smount
Insert paragraphs 8 and 9 at end of ARTICLE X

8. Upon termination of deliveries of crude oil under the Contract, MMS will
reduce the amount of the Purchaser’s LC surety requirement in amounts




proportionate to payments made by the Purchaser to fulfill payment
obligations. Such reductions will occur at the time the Purchaser makes
such payments. The Purchaser may not reduce the surety to an amount less
than the amount that MMS determinesfMdS-to-insert-doHar-amount], which
is the amount required to cover the estimated maximum adjustment that will
be made to billed volumes following reconciliation, until the Purchaser pays
the final bill (post reconciliation). MMS shall notify the Purchaser of this
amount, within 90 days of the end of the month in which deliveries of crude
oil under the Contract were terminated.

MMS will release the surety in its entirety when the Purchaser has paid all

9.
billed amounts up to and including bills issued following final volume
reconciliation. ' )

RATIFICATION

10. MMS and the Purchaser hereby ratify and confirm the Contract, as Amended
hereby, and confirm that all of the other terms and conditions of the Contract
not modified by this Amendment shall remain in full force and effect, when
not inconsistent with any modification made herein.

11.  In witness whereof the parties have executed this Amendment to Contract as
of the Effective Date. MMS expressly acknowledges that this Amendment is
made in accordance with approved MMS procedures.

MINERALS MANAGEMENT PURCHASER

SERVICE

By:

. By:
Vernon B. Ingraham
Chief, Accounting & Reports Division
TITLE

Royalty Management Program

Date:

Date:
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AMENDMENT TO CONTRACT NUMBER _#iti#

This Amendment to Contract Number (“Amendment”) is
made and effective as of the 1* day of August, 1998 (“Effective Date™), by and
between the United States of America, Department of the Interior, Minerals

Management Service (“MMS") and [name and address of Company (the
“B!l :]] E s :!’).

Recitals
MMS and the Purchaser are parties to a Contract for the Sale and Purchase
of Government Royalty Oil, Contract Number , dated
(the “Contract”). -

For good and valuable consideration, the receipt and sufficiency of which
are hereby acknowledged, MMS and the Purchaser expressly agree to amend the
Contract as follows:

Delete ARTICLE 1V - DELIVERY OF ROYALTY OIL, paragraphs 1-4 (not
numbered in original contract) and replace with numbered paragraph 1.

1. Unless otherwise specified, all crude oil will be physically delivered by the
lessees at MMS’s expense to the trading centers identified in TableV or
sale by MMS to the Purchaser at such trading centers. Crude oil specilied in
Table B will be physically delivered by the lessees at MMS’s expense to the
specific delivery locations identified in Table B4In either case, the
Purchaser will be responsibie for transportation *rom the designated delivery

point.

Delete ARTICLE V -PRICE and replace with numbered paragraphs 2 through
5 and Tables A and B.

2. The Purchaser agrees to pay for royalty oil subject to this contract in
accordance with the following terms. The price for each grade of crude oil
will be based on the relevant market prices for the month of delivery and the
agreed upon differentials as reflected in Tables A and B. For the purposes of
the price formulas in Table A, the following items have the meanings set
forth below:

a. “BS” (Bonito Sour) means the arithmetic average of the high and low
price quotes for “Bonito™ for Platt’s Month of Delivery.

b. “EDQ” means equal daily quantities.

c. “E]” (Eugene Island) means the arithmetic average of the high and
low price quotes for “Eugene Island” for Platt’s Month of Delivery.

d. “HLS” (Heavy Louisiana Sweet) means the arithmetic average of the
high and low price quotes for “HLS” for Platt’s Month of Delivery.

1

v



e. “Koch Posting” means Koch Oil Company’s posting for West
Texas/New Mexico Intermediate, deemed 40 degrees, EDQ for the
Physical Month of Delivery.

f. “Koch UTGC” means Koch Oil Company’s posting for Upper Texas
Gulf Coast, deemed 40 degrees, EDQ for the Physical Month of
Delivery.

g “LLS” (Light Louisiana Sweet) means the arithmetic average of the
high and low price quotes for “LLS™ for Platt’s Month of Delivery.

h. “thsj_c_al_M_QnIh_Qﬁmliy_Qﬂ” means the calendar month during
which the delivery of crude oil occurs. .

i “Platt’s Month of Delivery” means Platt’s quotes from the twenty-
sixth (26%) day of the month two (2) months prior to the month of
delivery through the twenty-fifth (25") day of the month one month
prior to the month of delivery (excluding weekends and holidays).

J “p+” (Posting Plus) means the arithmetic average of the high and
low price quotes for “P-Plus WTI” for Platt’s Month of Delivery.

k. “Platt’s” means Platt’s Oilgram Price Report.

1. “WTI” (West Texas Intermediate) means the arithmetic average of
the high and low price quotes for “WTI” for Platt’s Month of
Delivery.

m. “WTS"” (West Texas Sour) means the arithmetic average of the high
and low price quotes for “WTS" for Platt’s Month of Delivery.

n. “UTGC” means Upper Texas Gulf Coast.

Prices and delivery points established pursuant to Tables A and B herein and

the other terms and conditions herein will govern the Contract in lieu of any
orders, rules, regulations or guidelines now in effect or hereafter issued by
MMSthich would otherwise apply regarding the setting of prices or v’
delivery points, or the other terms and conditions herein.

4 P 22 m(ob.:,t; 70 0~d 0
While MMS rle;%s the right to adjust the amount of monthly payments due /
MMS based on/audits related to volumes taken by the Purchaser, prices

established pursuant to Tables A and B herein may not be later adjusted by

MMS. For price differentials in Table B, the Purchaser agrees to furnish-all
documentation necessary to justify the price differentials (between the

delivery points in Table B and those specified in Table A). This

documentation may include location exchange agreements, buy/sell

transportation agreements, pipeline tariffs, pipeline statements,

gravity/sulfur back statements, etc.. Faiture to furnish the MMS with such
documentation could result in the MMS invoicing the Purchaser based on the



r
prices established in Table A for like quality crude oil, with no adjustment
for location, at MMS's sole discretion.

5. Prices established pursuant to Tables A and B herein are intended to apply
prospectively as of the Effective Date. MMS may not use the fact of this
Amendment to establish retroactive determination of value for any crude oil
sold to the Purchaser before the Effective Date of this Amendment, or for
any other purpose to seek additional payments from the Purchaser.

TABLE A
Delivery)
Light Louisiana St. James, Louisiana .
Sweet ) g
Light Lousiana South Bend,
Sweet Louisiana
Heavy Louisiana | Empire, Louisiana >/'_ 5 y
Sweet :
Eugene Island St. James, Louisiana X{ "L{—
Mars Blend Clovelly, Louisiana
Bonito Sour St. James, Louisiana T
Texas Gulf Coast | Texas City, Texas /
1 The following provides an example of this price calculation: /



TABLE B

Insert paragraph 6.

6.

MMS agrees that it will not issue any enforcement actions (e.g., demand
letters, bills, invoices, orders or decisions) regarding price related
adjustments to amounts due under this Contract for crude oil sold prior to
the Effective Date unless it has previously sent an Issue Letter, setting out

_ any potential alleged price related adjustments for comment by Purchaser.

Such an Issue Letter will not be issued prior to December 1, 1998. If MMS
sends an Issue Letter, it will attach an agreement (pro forma agreement
attached) to toll the issuance of any enforcement actions by MMS and any
Statute of Limitations defense by Purchaser for a period of not less than one
year from the date of the Issue Letter. MMS and the Purchaser expressly
understand and agree that this paragraph shall survive the termination of the
Contract.

Delete ARTICLE VI - PAYMENTS, second bulleted paragraph and replace
with paragraph 7.

7.

As of the Effective Date, the Purchaser may elect to /f

od4y 30 ot Heme Ay
a. apply the byﬁcc of the cstimatch cash paymeny the Purchaser paid
for the first/memtir's royalty oil ander the Contract to any outstanding
bill issued by MMS pursuant to the Contract up to the amount of the
estimated cash payment; or

b. reducgysurety, under ARTICLE X, to an amount, calculated by MMS,
sufficient to cover the value of sixty-nine (69) days of royalty oil
purchases. If the Purchaser clects to reduce its surety, MMS will
retain the current estimated cash payment balance to pay for royalty
oil delivered in the final month of the Contract.

Insert paragraphs 8 and 9 at end of ARTICLE X

8.

Upon termination of deliveries of crude oil under the Contract, MMS will
reduce the amount of the Purchaser’s LC surety requirement in amounts
proportionate to payments made by the Purchaser to fulfill payment
obligations. Such reductions will occur at the time the Purchaser makes
such payments. The Purchaser may not reduce the surety to an amount less
than the amount that MMS determines, which is the amount required to

4
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cover the estimated maximum adjustment that will be made to billed
volumes following reconciliation, until the Purchaser pays the final bill (post
reconciliation). MMS shall notify the Purchaser of this amount, within 90
days of the end of the month in which deliveries of crude oil under the
Contract were terminated.

9. MMS will release the surety in its entirety when the Purchaser has paid all
billed amounts up to and including bills issued following final volume
reconciliation.

RATIFICATION

10. MMS and the Purchaser hereby ratify and confirm the Contract, as Amended
hereby, and confirm that all of the other terms and conditions of the Contract
not modified by this Amendment shall remain in full force and effect, when
not inconsistent with any modification made herein. '

11.  In witness whereof the parties have executed this Amendment to Contract as
of the Effective Date. MMS expressly acknowledges that this Amendment is
made in accordance with approved MMS procedures.

MINERALS MANAGEMENT PURCHASER

SERVICE

By:

By:
Vemon B. Ingraham
Chief, Accounting & Reports Division
TITLE

Royalty Management Program

Date:

Date:




TOLLING AGREEMENT

To avoid unnecessary administrative and judicial litigation, and to allow the
Department of the Interior, through the Minerals Management Service (MMS) and
the PURCHASER to review the facts and to present the issues fully and fairly, and
to allow for potential legislation, which would forgive some or all potential liability
by small refiners for underpayments that MMS believes have been made, the MMS
agrees to forbear the issuance of any enforcement actions (e.g., demand letters,
bills, invoices, orders or decisions) for a period of one year from the date this
agreement is signed. In return, PURCHASER agrees that it will not assert as a
defense to any claims, associated with the attached issue letter, by the Minerals
Management Service (MMS) for underpaid royalties, late payment interest, or civil
penalty that the limitation period under any applicable statute of limitations was
running from the date of execution of this agreement until the date of termination of
this agreement. PURCHASER further waives any defense of laches which it might
otherwise assert with respect to that period.

- Through this agreement, neither MMS nor PURCHASER waives any other rights,
claims, or defenses.

PURCHASER Minerals Management Service
BY: By:

TITLE TITLE
DATE: DATE:




Mary T
231-321%

July 25, 1998
Ken, Mary, Linda, Bob, and a host of others!t!!

Item #3: Try this on for size:

Prices established pursuant to Tabies A and B herin and the other
terms and conditions herein will govemﬁxeCmtractinlieu of any
orders, rules, regulations or guidelines now in effect or hereafier
issued by MMS which would otherwise apply.

Jtem #4: The small refiners are in agreement to fix the differentials cstablished for Table B for
the term of the contract. Therefore we are in agreement on the language which ] faxed to you
yesterday, as well as agreeing to move South Bend to Table A

Ytem #6: We much prefer our language in paragraph #6 since we feel it in much more definitive
than your version. However, we can’t really make a judgement our your version without secing
the side letter on the tolling agreement, Upon receipt of the side letter, we can tackle the
language issue on paragraph #6.

Don



Minerals Management Service
P.O. Box 25165
Bldg. 85, Denver Federal Center
Denver, CO 80225-0165
303-231-3749
Fax: 303-231-3362

FAX COVER SHEET

FAX NUMBER TRANSMITTED TO: 303-672-0331

To: Karol Kahalley

of: Holland & Hart _

From: Kenneth Vogel, Chief Office of Enforcement

Client/Matter:  Gary-Williams .

Date: June 26, 1998

" DOCUMENTS NUMBER OF PAGES*
Changes to paragraph 6 in amended RIK contract 1
Pro forma tolling agreement 1

COMMENTS:

Original will NOT follow.
For your approval/suggestions.
Please respond by Early Monday.

Lucy Querques (MMS Associate Director) and 1 spoke with Don Hamilton this moming. These
changes are based on Lucy's understanding from a meeting attended by Tom S. in April in which it
was agreed that the extension of time would be in a separate renewable tolling agreement for six
months. [ hope Don has let you know this was coming. In the amended RIK contract we have been
working on a provision to assure the refiners that we would not soon issue enforcement documents to
allow for the forgiveness legislation. The first page shows the old language, with OLD next to it: the
refiner's in strikeout and MMS's in redline. The language I have drafted for your review is the bottom
with NEW next to it. The pro forma tolling agreement is the second page and it would be an
~attachment.

The information contained in this facsimile message is information protected by atiorney-client and/or the attorney/work product
privilege. It is intended only for the use of the individual named above and the privileges are not waived by virtue of this having been
sent by facsimile. If the person actually receiving this facsimile or any other reader of the facsimile is not the named recipient or the
employee or ageni responsible 10 deliver it to the named recipient, any use, dissemination, distribution, or copying of the
communication is strictly prohibited. f you have received this communication in error, please immediately notify us by telephone
and return the original message 1o us at the above address via U.S. Postal Service.

* NOT COUNTING COVER SHEET. IF YOU DO NOT RECEIVE ALL PAGES, PLEASE
TELEPHONE US IMMEDIATELY AT 303-231-3749.
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NEW

Paragraph 6:

- LY

survive the-termination-of-the-Centraet: Concurrently with the execution of this Agreement,

MMS and the Purchaser have agreed by the terms of a letter agreement, which is attached, to
hold in abeyance the issuance by the MMS of any enforcement or pre-enforcement and to toll
any applicable defenses based on the possible untimeliness of the orders resulting from MMS
restraining issue letters, orders or otber enforcement documents due to this arrangement.

MMS agrees that it will not issue any demand letters, bills, invoices, orders or decisions
regarding price related adjustments to amounts due under this Contract for crude oil sold prior to
the Effective Date unless it has previously sent an Issue Letter, setting out any potential alleged
price related adjustments for comment by Purchaser. Such an Issue Letter will not be issued
prior to December 1, 1998. If MMS sends an Issue Letter, it will attach an agreement (pro forma
agreement attached) to toll the issuance of any enforcement actions by MMS and any Statute of
Limitations defense by Purchaser for a period of not less than six months from the date of the
Issue Letter. MMS and the Purchaser expressly understand and agree that this paragraph shall
survive the termination of the Contract
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Urgedt,’
Minerals Management Service
Washington Royalty Office
Washington, DC 20240

202-208-3512
fax: 202-208-3882

To: ofw_ WM Eroﬁl»cz/ AD.

Fax #:

From: Cpome Kot gone
Date: b/ 29

Number of pages including cover:

COMMENTS: -ﬂe V’l‘ s &d W—)

O% #'s - sospmest

Pleass call Ginger or Marilyn regarding any-problems with this fax at 202-208-3512.
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Questions about MMS small refinery RIK action:
1. Did MMS set the price of oil that the refinerics paid?

The bills that MMS prepared were based on the prices provided by the producers of the oil that
was made available for the RIK program. MMS did no other calculation to adjust the prices
when they prepared the bills.

9 Did the refineries (refiners) influence MMS in derarmining the price of oil?
No. See the responss to question number one.

1. Does MMS normally audit the small refincries? If yes, for what reason?

MMS normally does not. However, in the past some States with FOGRMA Section 205
delegated andited agreements have audited some of the RIK production sold to small refiners.
They identified that some producers were reporting posted prices as value, but were sclling the
production at postings plus premiums. This surfaced the problem that RIK oil was undervalued
because MMS had relied on the producers to report cash royaltics based on fair market value, as
roquired by regulations. MMS in tumn used reported valus to bill the small refiners.

Since MMS believed crude oil was being valued properly by the producers, it had, in its andits of
major companies, only verified that the volumes reported as RIK were, in fact, delivered to the
small producers.

4. Is MMS only auditing the small refinerics because it determined through its oil valuation rule
that MMS sold ail below market valuc?

This proble:ﬁ was surfaced as discussed above. In 1996, when we announced a plan to conduct
audits of crude oil value specifically in California and also nationwide, the small refincrs were
included since during 1995 and 1996 RIK royzlties represented 30%-40% of all oil royalties.

5. If MMS established an independent price for the oil, why does MMS believe it can now go
back and bill small refiners for additional amounts?

The regulations governing Royalty In Kind (30 CFR 208) require that MMS receive fair market
value for the oil that it sells to small refiners. They further provide that if MMS underbills a
refiner/purchaser because the producer/payor who provided the oil undervalued it, MMS may bill
the refiner for the additional value.

6. ltappwsthatthcgovmsntgotﬁ'omﬂmmallreﬁnmwhatitthoughtthefairmaticet
value of the oil was at the time. Why should the small refiners be liable for what appears to be a
government mistake?

This is not a government mistake. As noted in our above responses, We have the authority 1o
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pursue small refiners for additional value of RIK production.

7. Did the refiners profit more because MMS undervalued the oil, or is it reasonable to assume
that the refiners used the price they paid MMS to detcrminc the sclling price of their products, if
the MMS price was higher, the refiners would have had to increase their selling price to make a

profit?

Since crude oil is only one of several refinery costs, it is not reasonable to assume that they
would solely base the selling price of their refined products on the purchasing price of crude oil.
Product prices would be based on what the market would bear. ’

8. 1t does not appear that small refiners are at fault in MMS undervaluing the price of oil it sold.
Do you agrec? '

Because they operate in the market and conduct transactions with entities other than the Federal
government, it seems logical that they would be aware of the full range of oil prices and therefore
know if MMS is underbilling. On the other hand, the terms of their conract call for them to pay
what they are billed by MMS and by timely paying the amount billed, they are fulfilling the
terms of their contract. However, as noted above, the regulations allow for additional value to be
pursued.

9. Ifthey are not at fault, then this was a government mistake. Why can’t MMS administratively
stop the audits and billings?

Because the regulations require that MMS receive the proper price for the oil, we cannot abdicate
that responsibility and administratively forgive the additional amounts.

10. Explain why you have this program and what qualifies refiner to enter the program.

Under the Mineral Leasing Act of 1920 and the Outer Continental Shelf Lands Act of 1953, the
Federal government, as lessor, may take part or all of its oil and gas royalties in kind. The
Secretary of the Interiar, exercising discretionary authority, has historically determined that
certain oil refiners do not have access to a scoure supply of crude. The Federal government may
direct Federal lessces to pay their royalty shares in crude oil, rather than in value. The
government then sclls the RIK to eligible refiners.

In order to be cligible to receive oil under this program, a refiner:

A) who wishes to purchase onshare oil must qualify asa small and independent refi
pursuant to the Emergency Petrolcumn Allocation Act. -

B) who wishes to purchase OCS oil must qualify as a small business enterprise under the
rule of the Small Business Administration.

11. What is the volume of oil that MMS provides small refiners, and what percentage is this of
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the total amount of royalty oil?
Attached is a chart which outlines the percentage of RIK oil volumes to total volumes.
Total Oil Sales Volume *RIK Sales Volume Percentage of Total

1993 489,389,763 3.635.714 0.7429

1994 488,715,126 3,260,160 0.6671
1995 530,452,147 21,725.,06 l 4.0956
1996 559,537,949 33,014,869 5.9004
1997 **594,835,850 N/A N/A

STILL WORKING ON THIS ANSWER.
#**Offshore of 478,775,008 final. Onshore of 116,060,842 is preliminary.
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Author: Kenneth Vogel at "k _ -Denver-85-1

Date: 06/23/98 04:35 PM

Priority: Normal

TO: Linda Shishido-Sheahan at "MMS-Denver-85-1

Subject: Re: RIK Contract Amendment

1. Ok but did MAry change list per Gary-Williams input (there were
two leases with incorrect delivery pointe - which we must tell

legsees)?
2. I was aware of Geoff's concerns and I am pleased that Peter showed

the good sense and the CQ agreed that we can be creative.

3. I cannot do it at noon EST tomorrow.

4. what are their concerns? We had never agreed to language before.
Can you foward and then I could participate in telecon later tOmOrrow.
LEt me know by e-mail or call hotel. I am in room 370 , phone number
is 757-220-2250. - ‘

Reply Separator

Subject: RIK Contract Amendment
Author: Linda Shishido-Sheahan at “MMS-DENVER-85-1
Date: 6/23/1998 4:26 PM

Ken,
Lots of stuff has come up!!

1. Schedule B has not changed except Giant has drop thoge 3 leases.
It is final now.

2. Gilman brought to our attention that Geoff Heath said we may have a
legal problem with transportation reimbursement /recoupment. Heath's
advice wags to have the refiners take the oil at the lease and MMS get
out of the transportation business. Are you aware of his concerns???
The next few message are related to this subject. Gilman, Prael, Mary
and myself are meeting tomorrow in Vern's office at 1l0am (mst} to
discuss several issues. Would you be able to join us by telecon????
PLEASE!!! Mary & I are very concerned with the response from the
refiners if there are any delays. Since they have already traded Aug
deliveries based on the negotiated contract terms. We have very
little time left to resolve these concerns!! .

3. Mary spoke tc Placid and Calcasieu. They reviewed the changes you
made on 6/19 and have concerms. They will not sign agreement the way
it is written now. Luke said that he thought we had agreed to the
prior language. We'd like to discuss ASAP!! PLEASE!!

MARY & I ARE SINKING FAST......

Vern number is 231-3116.

Thanks!
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Author: Donald Gilman at “ba..-Denver-85-2

Date: 06/23/98 03:51 PM

Priority: Normal

TO: Linda Shighido-Sheahan at "“mms-denver-85-1

Subject: RIK transportation

Geoff..I'm not sure what the igsue you cite in your message is
concerning RIK transportation allowances, but it is important that ycu
know we (ARD) are in the final stages of issuing a Dear Payor letter
clarifying and explaining the deductibility and reporting of RIK
transportation allowances.

pPerhaps we ought to chat before the Dear Payor letter gets through the
entire surnaming clearance process.

-

Forward Header

Subject: RIK transportation
Author: Vernon Ingraham at "“MMS-Denver-85-2
Date: 06/17/98 01:02 PM

fyi

Forward Header

Subject: RIK transportation
Author: GEOFFREY HEATH at ~DOI/SOL_HQ
Date: 06/17/98 12:44 PM

In response to Anne's message, and following up ©n a
conversation Bonn and I had yesterday, we need to let you
know that we have a very serious legal concern with the
apparent past "practice" of allowing lessees to deduct the
costs of transporting RIK oil against royalty in value owed
under other leases. We need to discuss this.

Thanks!

Gecoff



Author: Donald Gilman at “h.,-Denver-385-2

Date

: 06/23/98 03:50 PM

Priority: Normal
10: Linda Shishido-Sheahan at “mms-denver-85-1
Subject: Re[2]: Transportation allowance practice-- RIK program

Go ahead and send Anne the draft dear payor letter.

Reply Separator

Subject: Re: Transportation allowance practice-- RIK program
Author: Donald Gilman at "MMS-Denver-85-2

Date:

06/18/98 12:52 PM

Vern..As you know, the -description on recoupment /refund ¢f RIK
transportation costs by the lessee/operator addressed in the attached
briefing paper has been in practice for a number of years. A related
E-Mail message sent today by Jim McNamee suggests that the practice
probably has been in place since the mid 1980's.

More recently, limited analysis done by the RVD Team looking at the RIK
valuation issue has resulted in questions concerning whether reporters:
1) are not including transportation costs in the value of RIK barrels
reported on the 2014 upon which RMP bases RIK invoice amounts issued to
refiners; and, 2) are recouping or reguesting refund of the costs
associated with moving the barrels to the designated delivery point.
Because of this potential, we drafted the Dear Payor letter addressing
and clarifying this issue. The Dear Payor jetter is currently making
it's way through the clearance process here in RMP.

If Anne would find it useful, we can get her a copy of the draft Dear
Payor letter.

Reply Separator

Subject: Transportation allowance practice-- RIK program
Author: Vernon Ingraham at “MMS-Denver-85-2

Date:

06/17/98 11:45 RAM

Don, please take a look at this and advise me. I have not reviewed
and will await your input.

Forward Header

Subject: Transportation allowance practice-- RIK program
Author: Anne Ewell at "MMS-DOI

Date:

06/17/98 10:45 AM

We on the RIK Pilot Team reviewed prior briefing materials on the
Small Refiner RIK program in preparation for implementing our pilots,
including possible rulemaking.

The attached Briefing Paper on RIK Valuation and Transportaticn Issues
was provided to Bill Condit in May 96.

It is of intrest to our current team because it reported our Small
Refiner RIK Program practice had been to allow an Offshore lessee to
take a credit against royalties due (or to get a refund) to make the

-



lessee whole for certa}r transportation COStS 1ncurred L MOve Rin Oi-
to a small refiner.

It would be beneficial for MMS to be able tc test the efficacy of this
approach in our pilots.

In the spirit of progress, not in the epirit of finger-pointing, Dave
Hubbard wrote the attached, Vernm, I, and many others reviewed it.

Question today is, has this been our practice? The practice is
referred to in the attachment at page 1, para 2.

Please phone/e-mail me COE Thursday, if at all possible.
My new office phone number is (703) 787-1584.
Thanks, -

ae
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Author: Donald Gilman at "M _-Denver-85-2

Date: 06/23/98 03:49 PM

Priority: Normal

TO: Linda Shishido-Sheahan at “mms-denver-85-1

Subject: Re: Transportation allowance practice-- RIK program

fyi
Forward Header

Subject: Re: Transportation allowance practice-- RIK program
Author: James McNamee at ~mms-denver-gh-1
Date: 06/18/98 09:31 AM

It would be easier to address Geoff's concern if I knew exactly what

it is, but I think I know what he's talking'abou:. The OCS lease
terms (Section 6.c) say "...the Lessee shall be entitled to
reimbursement for the reasonable cost of transporting the royalty

substance to such delivery peint." Likewise, the regulatione (30 CFR

208.8(b)) state that "...MMS will reimburse the lessee for the

reagonable cost of transportation to such point in an amount not to
exceed the transportation allowance determined pursuant to 30 CFR part
206." The way we actually do it is a recoupment, which is different.
I couldn't find anything in the OCSLA about it.

I talked with Dennis, and he and 1 agree that we've been allowing
recoupments as long as we can remember, which is back to the early
g0's. I imagine the decision was made to do it that way for the sake
of expediency, but I'm not sure. Milt and/or Dave Slaigle might be
able to shed scme light on it.

This will become an issue if the Royalty Enhancement Act passes,
because the lessees won't have any in-value royalties to recoup
against. The team doing the "big" RIK pilots probably should test
reimbursements because of that. The latest draft of the Act that I
have (1/98), also provides for reimbursement, rather than recoupment
(which is logical, given the "100%" concept} (Section 4(d)).

1'11 be here the rest of this morning and tomorrow morning, if you
want to talk about this.

Reply Separator

Subject: Transportation allowance practice-- RIK program
Author: Vernon Ingraham at “MMS-Denver-85-2

6/17/98 1:32 PM

Jim, take a lock at this and give me your thoughts. 1I'll send you
another message immediately following.

Forward Header

Subject: Transportation allowance practice-- RIK program
Authcor: Anne Ewell at "MMS-DOI

Date:

06/17/98 10:45 AM

We on the RIX Pilot Team reviewed prior briefing materials on the
Small Refiner RIX program in preparation for implementing our pilots,
including possible rulesmaking.
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The attached Briefing ~ ar on RIK Valuation and Transp ation Issues

was provided to Bill Condit in May 96.

It is of intrest to our current team because it reported our Small
Refiner RIK Program practice had been to allow an Cffshore lessee to
take a credit against royalties due (or to get a rafund) to make the
legzee whole for certain transportation costs incurred to move RIK oil
to a small refiner.

It would be beneficial for MMS toc be able to test the efficacy of this
approach in our pilots.

In the spirit of progress, not in the spirit of finger-pointing, Dave
Hubbard wrote the attached, Vern, I, and many others reviewed it.

Question today is, has this been our practice? The practice is
referred to in the attachment at page 1, para 2.

Please phone/e-mail me COB Thursday, if at all possible.
My new office phone numbex is (703) 787-1584.
Thanks,

ae
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Author: Donald Gilman at ”hnu-Denver-es-z

Date:

06/23/98 03:49 PM

Priority: Normal
TO: Linda Shishido-Sheahan at “mms-denver-85-1
Subject: Re: RIK transportation

Don and Vern-- thought you guys ghould know, as you proceed to work
with Geoff on your Dear Payor letter, that the Director made the
statement below.

Please keep us plugged in as you (I hope) progress.

ae

Forward Header

Subject: Re: RIK transportation
Author: Bonn Macy at “MMS-DOI2

Date:

6/17/98 5:16 PM

FYI

Forward Header

Subject: Re: RIK transportation
Author: Cynthia Quarterman at ~“MMS -DOI

Date:

6/17/98 4:45 PM

I just spoke with Peter who agrees with me that in our rulemaking and
contract design for Phase II of the Wyoming pilot we can be creative
on this transportation issue under existing law. If we ever decide to
do something more permanent on RIK, we may want to take up this issue
again then. c¢q

Reply Separator

Subject: RIK transportation
Author: Bonn Macy at "MMS-DOI2

Date:

€/17/98 1:04 PM

Thought you should be aware of the recent discussion with Geoff Heath.
He is raising concerms about transportation costs incurred under the
small refiner RIK program.

-B.

Forward Header

Subject: RIK transportation
Author: GEOFFREY HEATH at ~DOI/SOL_HQ

Date:

6/17/98 12:44 FPM

In response to Anne's message, and following up on a
conversation Bonn and I had yesterday, we need to let you
know that we have a very serious legal concern with the
apparent past "practice" of allowing lesgees to deduct the



costs of transport ng RIK oil against royalty 10 Va 'ié Oweu
under other lease. We need to discuss this.

Thanks!

Geoff



Author: Kenneth Vogel at ~. .5-DENVER-85-1

Date: 06/19/98 02:28 PM

Priority: Normal

TO: Deborah Gibbs-Tschudy at ~MMS-DENVER-GH-4, Verncn Ingraham at “MMS -DENVER-85-2,
Donald Gilman at “MMS-DENVER-85-2, David Domagala at ~MMS-DENVER-GH-4,
Mary Turton at ~MMS-DENVER-85-2, Linda Shishido-Sheahan

Subject: Amended agreement

As changed this morning.



AMENDMENT TO CONTRACT NUMBER ##t###

This Amendment to Contract Number (“Amendment”) is
made and effective as of the 1* day of August, 1998 (“Effective Date™), by and
between the United States of America, Department of the Interior, Minerals

Management Service (“MMS”) and [name and address of Company (the
I.(E I:;] a E =[”).

Recitals
MMS and the Purchaser are parties to a Contract for the Sale and Purchase of

Government Royalty Oil, Contract Number , dated
(the “Contract”).

For good and valuable consideration, the receipt and sufficiency of which are
hereby acknowledged, MMS and the Purchaser expressly agree to modify amend-the
Contract as follows:

1. Uniess ott 1:Attcrude oil will be physically delivered by the
lessees at MMS’s expense to the trading centers identified in bles A-andB

Tables A and B.

2. The Parchaser agy ject to this.contract in
accordance with he price for each grade of crude oil
will be based on the relevant market prices for the month of delivery and the
agreed upon differentials as reflected in Tables A and B. For the purposes of

the price formulas in Table A, the following items have the meanings set forth

below:

a. “BS” (Bonito Sour) means the arithmetic average of the high and low
price quotes for “Bonito” for Platt’s Month of Delivery.

b.  “EDQ" means equal daily quantities.

C. “E[” (Eugene lIsland) means the arithmetic average of the high and low
price quotes for “Eugene Island” for Platt’s Month of Delivery.

d. “HLS" (Heavy Louisiana Sweet) means the arithmetic average of the

high and low price quotes for “HLS” for Platt’s Month of Delivery.



e “Koch Posting” means Koch Oil Company’s posting for West
Texas/New Mexico Intermediate, deemed 40 degrees, EDQ for the

Physical Month of Delivery.

f. “Koch UTGC” means Koch Oil Company’s posting for Upper Texas
Gulf Coast, deemed 40 degrees, EDQ for the Physical Month of

Delivery.

g “LLS" (Light Louisiana Sweet) means the arithmetic average of the
high and low price quotes for “LLS” for Platt’s Month of Delivery.

h “Physical Month of Delivery” means the calendar month during which
the delivery of crude oil occurs. | :

i. “Platt’s Month of Delivery” means Platt’s quotes from the twenty-sixth
(26") day of the month two (2) months prior to the month of delivery
through the twenty-fifth (25™) day of the month one month prior to the
month of delivery (excluding weekends and holidays).

j. “P+” (Posting Plus) means the arithmetic average of the high and low
price quotes for “P-Plus WTI” for Platt’s Month of Delivery.

k. “Platt’s” means Platt’s Oilgram Price Report.

1. “WTI” (West Texas Intermediate) means the arithmetic average of the
high and low price quotes for “WTI” for Platt’s Month of Delivery.

m. “WTS” (West Texas Sour) means the arithmetic average of the high
and low price quotes for “WTS” for Platt’s Month of Delivery.

n. “UTGC” means Upper Texas Gulf Coast.

Prices established pursuant to Tables A and B herein and the other terms and
conditions herein will govern the Contract in lieu of any orders, rules,
regulations or guidelines now in effect or hereafier issued by MMS. N
this Contract shall change the effectiveness af
or guideline.

While MMS retains the right to adjust the amount of monthly payments due
MMS based on audits related to volumes taken by the Purchaser, prices
established pursuant to Tables A and B herein may not be later adjusted by

the Effective Dat
exchange agreements in 2 o
not:submit-..aaiiju_st‘me_nt:s’;to:diﬁ'éiéﬁi

discretion.’



5. Prices established pursuant to Tables A and B herein are intended to apply
prospectively as of the Effective Date. MMS may not use the fact of this
Amendment to establish retroactive determination of value for any crude oil
sold to the Purchaser before the Effective Date of this Amendment, or for any
other purpose to seek additional payments from the Purchaser.

TABLE A
Crude Oil Grad Deli Poi Pri B !
(for the Physical Month of
Delivery)
Light Louisiana St. James, Louisiana .
Sweet s
Heavy Louisiana Empire, Louisiana
Sweet >(___g _
Eugene Island St. James, Louisiana | - /
Mars Blend Clovelly, Louisiana x - L{—
Bonito Sour St. James, Louisiana
Texas Gulf Coast Texas City, Texas

' The following provides an example of this price calculation:

X1




TABLE B
1 " Delivers Foi o Barrel
Insert paragraph 6.

apply the balance of the #stimat

paid for the first month’s royalty oil under the Contract to any
outstanding bill issued by MMS pursuant to the Contract up to the
amount of the estimated cash payment-surety; or

Insert paragraphs 8 and 9 at.end of ARTICLE X

8. Upon termination of deliveries of crude oil under the Contract, MMS will
reduce the amount of the Purchaser’s LC surety requirement in amounts
proportionate to payments made by the Purchaser to fuifill payment
obligations. Such reductions will occur at the time the Purchaser makes such

4



payments. The Purchaser may not reduce the surety to an amount less than the
amount that MMS determinesfAvS-toirsertdottar-amount], which is the
amount required to cover the estimated maximum adjustment that will be made
to billed volumes foliowing reconciliation, until the Purchaser pays the final bill
NS " scha hzsamou ; within

(post reconciliation). M 5
a0 days
Contratt

9. MMS will release the surety in its entirety when the Purchaser has paid all
billed amounts up to and including bills issued following final volume
reconciliation.

10, MMS and the Purchaser hereby ratify and confirm the Contract, as Amended
hereby, and confirm that all of the other terms and conditions of the Contract -
not modified by this Amendment shall remain in full force and effect, when not
inconsistent with any modification made herein.

11.  In witness whereof the parties have executed this Amendment to Contract as
of the Effective Date. MMS expressly acknowledges that this Amendment is
made in accordance with approved MMS procedures.

MINERALS MANAGEMENT PURCHASER
SERVICE
By:

By:

Vernon B. Ingraham
Chief, Accounting & Reports Division
TITLE
Royalty Management Program

Date:

Date:
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Author: Mary Turton at "MMS _enver-85-2

Date: 06/09/98 04:11 PM

Priority: Normal

T0: Linda Shishido-Sheahan at “mms-denver-85-1

Subject: Giant
They have some South Pasgs that we don't have as South Pass -

We have 2063 and 5479, they dropped 47%4.
Others are:

2047
2084
2893
3394 -
3540
8680

maybe 2137

He promised a final list by Friday, but laughed when I said we would
have the contracts ready. I told we would-Donna wasn't doing them any

mere.

Mary



—

Author: Vernon Ingraham at ..MS-Denver-g85-2

Date: 06/09/98 07:44 AM

Priority: Normal

TO: Donald Gilman, Linda Shishido-Sheahan at “mmg -denver-85-1
Subject: Comments on RIK contract amendment

Don, here are Bob's comments. Please review and advise Vogel and
myself what changes should be made in the terms drafted by
Gary-Williams. Be sure Linda is in the loop.

Forward Header

Subject: Comments on RIK contract amendment
Author: Robert Prael at "MMS-Denver-85-2
Date: 06/08/98 08:29 AM :



Comments to “Amendment to Contract Number

I may have missed some things in the negotiations but here are my comments to the draft
amendment to the contracts.

1 1n recital #1, it is stated that delivery will be at MMS's expense. I thought we billed the refiner
for the transportation and then the payor took the credit for the transportation so it was a wash to

MMS.

2 All formulas take the average of the high and low price for.a months wbrth of postings. This
means we have to input each days posting. 1 guess] thought we were picking one days posting
instead of a whole months and then averaging high and low prices.

3. All formulas have a subtraction for X of . Is this new or was it always
part of the formula?

4 Tn recital #7, we use the term cash surety. Do we want to use this term or use cash estimate
instead?

5 1n recital #7, it is stated that if the purchaser retains their cash surety MMS will reduce the LC
surety amount required under 6(b) by the amount of the cash surety balance retained. What does
this mean? We are reducing “coverage” from 129 days to 99 days by either giving back the 30
day cash estimate or reducing the LOC from 99 days to 69 days and keeping the 30 day cash
estimate. 1 could read this recital to mean we reduce “coverage” to 69 days. Is this what we are

doing?

6. In recital #8, we are setting a surety level we won’t go under to cover the estimated maximum
adjustment on the final bill. T would not put a set dollar amount in a contract since contracts are
cumbersome to amend, plus I do not see us coming up with any valid amount prior to doing the

reconciliation work {which gets us into a Catch 22 situation).
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Author: Donald Gilman at "M .-Denver-85-2
Date: 06/09/98 10:11 AM

Priority: Normal

TO: Linda Shishido-Sheahan at “mms -denver-85-1
Subject: Camments on RIK Contract Amendment

Linda ..Please see attachment. To read the highlighted comments, do save as
in put into WP.



AMENDMENT TO CONTRACT NUMBER

This Amendment to Contract Number (“Amendment”) is
made and effective as of the 1% day of August, 1998 (“Effective Date"), by and between
the United States of America, Department of the Interior, Minerals Management Service ("

MMS") and [name and address of Company (the “Purchaser”).
Recitals

MMS and the Purchaser are parties to a Contract for the Sale and Purchase of
Government Royalty Oil, Contract Number , dated
(the “Contract”).

For good and valuable consideration, the receipt and sufficiency of which are
hereby acknowledged, MMS and the Purchaser expressly agree to amend the Contract as
follows: ]

1. All crude oil will be physically delivered by the lessees at MMS's expense
to the trading centers identified in Tables A and B for sale by MMS to the Purchaser at
such trading centers. Comment: this provision is not consistent with the specific
accomodations requested by Calcasieu and apparently agreed to by OE The price for each
grade of crude oil will be based on the relevant market prices for the month of delivery
and the agreed upon differentials as reflected in Tables A and B. For the purposes of the
price formulas in Table A, the following items have the meanings set forth below:

“BS" (Bonito Sour) means the arithmetic average of the high and low price quotes
for “Bonito” for Platt’s Month of Delivery.

“EDQ’ means equal daily quantities.

“El" (Eugene Island) means the arithmetic average of the high and low price
quotes for “Eugene Island” for Platt’s Month of Delivery.

“HLS" (Heavy Louisiana Sweet) means the arithmetic average of the high and low
price quotes for “HLS" for Platt’s Month of Delivery.

“Koch Posting" means Koch Oil Company's posting for West Texas/New Mexico
Intermediate, deemed 40 degrees, EDQ for the Physical Month of Delivery.

“Koch UTGC" means Koch Oil Company's posting for Upper Texas Gulf Coast,
deemed 40 degrees, EDQ for the Physical Month of Delivery. '

“LLS" (Light Louisiana Sweet) means the arithmetic average of the high and low
price quotes for “LLS” for Platt’s Month of Delivery.



“Physical Month of Delivery” means the calendar month during which the delivery
of crude oil occurs.

_ “Platt's Month of Delivery” means Platt's quotes from the twenty-sixth (26") day
of the month two (2) months prior to the month of delivery through the twenty-fifth (25™)
day of the month one month prior to the month of delivery (excluding weekends and
holidays). '

“p+" (Posting Plus) means the arithmetic average of the high and low price quotes
for “P-Plus WTI" for Platt's Month of Delivery.

“Platt’'s” means Platt's Oilgram Price Report.

“WTI" (West Texas Intermediate) means the arithmetic average of the high and
low price quotes for “WTI" for Platt's Month of Delivery.

“WTS” (West Texas Sour) means the arithmetic average of the high and low pnice
quotes for “WTS” for Platt's Month of Delivery. -

“UTGC" means Upper Texas Gulf Coast.

TABLE A

Crude Qil Grade Delivery Point Price per Barrel
for the Physical Month of Delive

Light Louisiana St. James, Louisiana /
Sweet X__ 5
/

Heavy Louisiana Empire, Louisiana
Sweet {f

Eugene Island St. James, Louisiana /

' The following provides an example of this price calculation:

/




Mars Blend Clovelly, Louisiana
Bonito Sour St. James, Louisiana X LTZ /
Texas Gulf Coast Texas City, Texas /
TABLE B
Lease # Delivery Point Price per Barrel
2. Prices established pursuant to Tables A and B herein and the other terms

and conditions herein will govern the Contract in lieu of any orders, rules, regulations or
guidelines now in effect or hereafter issued by MMS. Comment: This provision is, in my
opinion, unnecessarily broad. It establishes the contract modification as the sole guiding
criteria for performance and enforcement under the contract to the exclusion of existing
orders, rules and regulations. It is my understanding that this contract modification was
intended to only change existing valuation provisions and certain audit exposure, not
establish a replacement for existing reglations, orders, etc.

3. While MMS retains the right to adjust the amount of monthly payments
due MMS based on audits Suggested lanaguage: and reconcilations related to volumes
taken by the Purchaser, prices established pursuant to Tables A and B herein may not be
later adjusted by MMS.

4. Prices established pursuant to Tables A and B herein are intended to apply
prospectively as of the Effective Date. MMS may not use the fact of this Amendment to
establish retroactive determination of value for any crude oil sold to the Purchaser before
the Effective Date of this Amendment, or for any other purpose to seek additional
payments from the Purchaser. '




}

5. As of the Effective Date, MMS agrees to hold in abeyance for a period of
two years from the Effective Date, any demand letters, invoices, orders or decisions
regarding pricing adjustments to amounts due under this Contract for crude oil sold pnior
1o the Effective Date. Comment: Is this true? First time I have heard of this issue. [MMS
10 suggest preferred tolling language]. MMS and the Purchaser expressly understand and
agree that this paragraph 5 shall survive the termination of the Contract.

6. As of the Effective Date, the Purchaser may elect to

(a) apply the balance of the cash surety the Purchaser paid for the first
month’s royalty oil under the Contract to any outstanding bill issued by MMS
pursuant to the Contract up to the amount of the cash surety; or

(b)  reduce its letter of credit (“LC") to an amount, calculated by MMS,.
sufficient to cover the value of sixty-nine (69) days of royalty oil purchases.

Comment: The provisions of Paragraph 6 generally follow the relaxation RMP agreed to
earlier with the refiners. However, we need to be sure that we still have a 99 day level of
surety coverage remaining. If, for example, a refiner elects to apply (as most have) all of
their estimated payment to a current months’ RIK invoice, the possibility exists that
application of the estimated payment, in its entirety, to a RIK invoice may not leave a 99
day level of coverage. This could happen as a result of: the dollar value of the invoice;
earlier adjustments to surety levels; or adjustments to lease volumes resulting from prior
realiocation of leases. Bottom line: we need to be sure before we sign on the dotted line
here.

7. If the Purchaser elects to reduce its LC pursuant to option 6(b) above,
MMS will retain the current cash surety balance to pay for royalty oil delivered in the final
month of the Contract and MMS will reduce the LC surety amount required under 6(b) by
the amount of the cash surety balance retained. Comment: When must MMS do this?

8. Upon termination of deliveries of crude oil under the Contract, MMS will
reduce the amount of the Purchaser's LC surety requirement in amounts proportionate to
payments made by the Purchaser to fulfill payment obligations. Such reductions will occur
at the time the Purchaser makes such payments. The Purchaser may not reduce Suggested
addition’ without MMS concurrence the surety to an amount less than [MMS to insert
dollar amount] which is the amount required to cover the estimated maximum adjustment
that will be made to billed volumes following reconciliation, until the Purchaser pays the
final bill (post reconciliation).

9. MMS will release the surety in its entirety when the Purchaser has paid all
billed amounts up to and including bills issued following final volume reconciliation.

MMS and the Purchaser hereby ratify and confirm the Contract, as Amended



hereby, and confirm that all of the other terms and conditions of the Contract not modified
by this Amendment shall remain in full force and effect, when not inconsistent with any

modification made herein.



In witness whereof the parties have executed this Amendment to Contract
as of the Effective Date. MMS expressly acknowledges that this Amendment is

made in accordance with approved MMS procedures.

MINERALS MANAGEMENT  JCOMPANY]
SERVICE

Vernon B. Ingraham By:

Chief, Accounting & Reports Division Title:
Royalty Management Program Date:

Date:



Author: Deborah Gibbs-Tschu., at “mme-Denver-GH-4

Date:

06/09/98 04:i5 PM

Priority: Normal
TO: Linda Shishido-Sheahan at “mms-denver-85-1
Subject: Re([2]: RIK Contract Amendment

Linda,

It appears that the change for MARS is consistent with the rest of the
production; that is, )e‘igj )g—abf

Thanks .

Reply Separator

Subject: Re: RIK Contract Amendment
Author: Linda Shishido-Sheahan at ~MMS -DENRVER-85-1

Date:

06/09/98 07:22 RM

Debbie- -

Just want to make sure you dc not have a problem with this price. I
need to back to Don Hamilton.

Forward Header

Subject: Re: RIK Contract Amendment
Author: Kenneth Vogel at “MMS-DENVER-85-1

Date:

06/09/98 06:00 AM

— )(:’E;/
— xmq _—

Reply Separator

Subject: RIK Contract Amendment
Author: Linda Shishido-Sheahan at ~MMS -DENVER-85-1

Date:

6/8/1998 4:17 PM

After reviewing the Contract Amendment prepared by Don Hamilton, T
noticed that the price for Mare had changed from )(—6/ X =& J——

—_— - I spoke to Dave who was also unaware of this
change. It was his understanding that it was still X-5, X H I
called Don Hamilton who stated that you had agreed tc change the price
for MARS. I just want to confirm that you did agreed to this so I can
get back with Don. If so, do we need to get concurrence from RVD???

Attached is a epreadsheet I've prepared to show the differences
petween the two prices. It appears we will get less than the original

price, _X‘S/ x‘#

Alsc, please let me know about Us 0il's counteroffer.



L'

CALCASIEU REFINING COMPANY
910 TRAVIS, SUITE 920
HOUSTON, TEXAS 77002
TELEPHONE: 713-852-0017
June 9, 1998 FACSIMILE: 713-652-9696

Kenneth R. Vogel

Chief, Office of Enforcement
Minerals Management Service
Royalty Management Program
P. O. Box 25615

Denver, Colorado 80225-10165

Re: Proposed Contract Revision
Dear Mr. Vogel,

In response to your request concerning leases that should remein in place under the terms
of the proposed contract rovisian, Calcasieu would like to keep the following leases at the

current delivery location.

0 L D Ve
Conoco 4254 Grand Isle
Conoco 7917 Grand Isle
Marathon 2061 South Bend
Meridian 5286 Gibbstown
Texaco 3147 Brath
Murphy 3147 Erath

If there are locations whare the relocation of the delivery location is difficult, Calcasien
will work with the MMS.

If further information is needed concerning this topic please do not hesitate to contact me.

Sincerely,

Rodney L. Nelson
Vice President



/’
Author: Vermon Ingraham at ..45-Denver-85-2
Date: 06/05/98 03:57 PM
Priority: Normal
TO: David Domagala at ~“MMS-DENVER-GH-4, Kenneth Vogel at “mms - denver-85-1,
Deborah Gibbs-Techudy at ~“MMS-DENVER-GH-4, Linda Shishido-Sheahan at “mms - denver-85-1,
Robert Prael, Donald Gilman
Subject: Small Refiners' Contract Amendment

At Don Hamilton's request I'm forwarding the attached Contract

Amendment. Amendwp.doc is in a Word Perfect for Windows format

and amendwd.doc is in a Word for Windows format. Otherwise the

attached files are identical. FPlease call me at 303-290-1634 if you have
any questions.



AMENDMENT TO CONTRACT NUMBER

This Amendment to Contract Number (*Amendment”) is
made and effective as of the 1% day of August, 1998 (“Effective Date"), by and between
the United States of America, Department of the Interior, Minerals Management Service
(“MMS") and [name and address of Company (the “Purchaser™).

Recitals
MMS and the Purchaser are parties to a Contract for the Sale and Purchase of
Government Royalty Oil, Contract Number , dated

(the “Contract”).

For good and valuable consideration, the receipt and sufficiency of which are
hereby acknowledged. MMS and the Purchaser expressly agree to amend the Contract as
follows: )
L. All crude oil will be physically delivered by the lessees at(MMS's expensd =
to the trading centers identified in Tables A and B for sale by MMS to the Purchaser at
such trading centers. The price for each grade of crude oil will be based on the relevant
market prices for the month of delivery and the agreed upon differentials as reflected in
Tables A and B. For the purposes of the price formulas in Table A, the following items
have the meanings set forth below:

“BS" (Bonito Sour) means the arithmetic average of the high and low price quotes
for “Bonito” for Platt's Month of Delivery.

“EDQ" means equal daily quantities.

“EI” (Eugene Island) means the arithmetic average of the high and low pnce
quotes for “Eugene Island” for Platt’s Month of Delivery.

“HLS" (Heavy Louisiana Sweet) means the arithmetic average of the high and low
price quotes for “HLS" for Platt's Month of Delivery.

“Koch Posting” means Koch Oil Company's posting for West Texas/New Mexico
Intermediate. deemed 40 degrees. EDQ for the Physical Month of Delivery.

“Koch UTGC" means Koch Oil Company's posting for Upper Texas Gulf Coast,
deemed 40 degrees, EDQ for the Physical Month of Delivery.

“LLS” (Light Louisiana Sweet) means the anithmetic average of the high and low
price quotes for “LLS" for Platt's Month of Delivery.

“Phvsical Month of Deliverv” means the calendar month during which the delivery of
crude oil occurs.

“Platt's Month of Deliverv” means Platt's quotes from the twenty-sixth (26™) day
of the month two (2) months prior to the month of delivery through the twenty-fifth
(25%) day of the month one month prior to the month of delivery (excluding weekends
and holidays).

“P+" (Posting Plus) means the anithmetic average of the high and low price
quotes for “P-Plus WTI" for Platt's Month of Delivery.

“Platt's” means Platt's Oilgram Price Report.

“WTI" (West Texas Intermediate) means the arithmetic average of the high and
low price quotes for “WTI” for Platt's Month of Delivery.

“WTS" (West Texas Sour) means the arithmetic average of the high and low price
quotes for “WTS" for Platt's Month of Delivery.

“UTGC" means Upper Texas Gulf Coast.




TABLE A

Crude Qil Grade Delivery Point Price per Barrel
(for the Phvsical Month of Delivery)

Light Louisiana St. James, Louisiana
Sweet X"— 5.—* L
Heavv Louisiana Empire, Louisiana : ) /
Sweet X__‘ Z_/,
Eugene Island St. James, Lomisiana "
Mars Blend Clovelly, Louisiana
Bonito Sour St. James, Louisiana
Texas Gulf Coast Texas City, Texas

TABLE B
Lease # Delivery Point Price per Barrel
2. Prices established pursuant to Tables A and B herein and the other terms

and conditions herein will govern the Contract in lieu of any orders, rules. regulations or

_guidelines now in effect or hereafter issued by MMS.

3 While MMS retains the right to adjust the amount of monthly payments
due MMS based on audits related to volumes taken by the Purchaser, prices established
pursuant to Tables A and B herein may not be later adjusted by MMS.

4. Prices established pursuant to Tables A and B herein are intended to apply
prospectively as of the Effective Date. MMS may not use the fact of this Amendment to
establish retroactive determination of value for any crude oil sold to the Purchaser before
the Effective Date of this Amendment, or for any other purpose to seek additional
pavments from the Purchaser.

1 The following provides an example of this pnce calculation:

X 5/)(, 4

e




5. As of the Effective Date, MMS agrees to hold m abeyance for a period of
two years from the Effective Date, any demand letters, mvoices, orders or decisions
regarding pricing adjustments to amounts due under this Contract for
crude oil sold prior to the Effective Date. {MAMS to suggest preferred tolling language).
MMS and the Purchaser expressly understand and agree that this paragraph 5 shall
survive the termination of the Contract.

6. As of the Effective Date, the Purchaser may elect to

(a) apply the balance of the cash surety the Purchaser paid for the first
month's royalty oil under the Contract to any outstandmg bill issued by MMS
pursuant to the Contract up to the amount of the cash surety; or

(b) - reduce its letter of credit (“LC") to an amount, calculated by

MMS. sufficient to cover the value of sixty-nine (69) days of royalty oil

purchases.

7. If the Purchaser elects to reduce its LC pursuant to option 6(b) above,
MMS will retain the current cash surety balance to pay for royalty oil delivered in the
final month of the Contract and MMS will reduce the LC surety amount required under

6(b) by the amount of the cash surety balance retained.

8 Upon termination of deliveries of crude oil under the Contract, MMS will
reduce the amount of the Purchaser's LC surety requirement in amounts proportionate to
pavments made by the Purchaser to fulfill payment obligations. Such reductions wall
occur at the time the Purchaser makes such payments. The Purchaser may not reduce the
surety to an amount less than [MMS to insert dollar amount] which is the amount
required to cover the estimated maximum adjustment that will be made to billed volumes
following reconciliation, unti} the Purchaser pays the final bilt (post reconciliation).

9. MMS will release the surety in its entirety when the Purchaser has paid all
billed amounts up to and including bills issued following final volume reconciliation.

MMS and the Purchaser hereby ratify and confirm the Contract. as Amended
hereby. and confirm that all of the other terms and conditions of the Contract not
modified bv this Amendment shall remain in full force and effect, when not inconsistent
with anv modification made herein.




In witness whereof the parties have executed this Amendment to Contract
as of the Effective Date. MMS expressly acknowledges that this
Amendment is made in accordance with approved MMS procedures.

MINERALS MANAGEMENT [COMPANY]
SERVICE

Vernon B. Ingraham By:

Chief, Accounting & Reports Division Title:
Rovalty Management Program Date:

Date:




il —-

Author: David Domagala at “w_.s-denver-gh-4

Date: 05/29/9¢ 03:04 PM

Priority: Normal

TO: Kenneth Vogel at “mms-denver-85-1

CC. Deborah Gibbs-Tschudy, Mary Turton at ~MMS -DENVER-85-2,
Linda Shishido-Sheahan at “mms - denver-85-1

Subject: Re: Don Hamilton Called

Called him, we spoke of 4 leases. He had two leases that can not be
moved to St. James. He wanted >(-5/ X — l-f The other
¢wo leases can not be moved either. He wants them tc just stay where
they are at and use the LLS method with no additional deducticons. I
‘told him that seemed reascnable, He thought we should contact the
others because they may think that they have a month to get us this
data. I'll de that next week.

Reply Separator

Subject: Don Hamilton Called
Author: Kenneth Vogel at “MMS-DENVER-85-1
Date: 05/29/98 02:10 PM

He has three leases that do not flow to a trading center and wanted to
tell you about them (I thought you were a better first contact).
Obviously we can't make the operator deliver to a trading center 50 we
need to agree on a differential (or a pasis for getting one) Call him
back if you can



-~ Rl
{

Author: Kenneth Vogel at “M._. -DENVER-85-1

Date: 05/28/98 01:58 PM

Priocrity: Normal

TO: Deborah Gibbs-Tschudy at ~“MMS-DENVER-GH-4, Vernon Ingraham at ~MMS -DENVER-B85-2,
David Domagala at ~MMS -DENVER-GH-4, Linda Shishido-Sheahan,
Mary Turton at ~MMS -DENVER-85-2

Subject: Call Dennis Cernosek at 504-346-7499 w/ Placid

X=5,

Has one "south bend" lease, which he claims trades at )(‘-/4- He
will get it to us for analysis. Another reason Lo wait till July.
(Rlgo the refiners have already started trading July (it starte a week
before the end of month) so there is another reascn to wait.



/

Author: Lucy Querques Denel at “MMS-DOI

Date: 05/27/98 09:12 AM ‘

Priority: Normal

TO: Vermon Ingraham at ~MMS-DENVER-85-2, pDeboran Gibbe-Tschudy at “MMS-DENVER-GH-4

CC: bavid Domagala at ~MMS -DENVER-GH-4, Linda Shishido-Sheahan at ~“mms-denver-85-1,
Donald Gilman at ~MMS-DENVER-85-2, Robert Prael at "MMS-DENVER-85-2

TO: Kenneth Vogel at “mms-denver-85-1

Subject: Re: RIK

what is incomplete?

Reply Separator

Subject: RIK -
Author: Kenneth Vogel at ~MMS-DENVER-85-1
Date: 5/26/98 4:42 PM

I just spoke with Don Hamilton. He has spoken to the others and they
believe that the letter I sent them has it right. They feel
uncomfortable signing (an incomplete agreement) so they are trying to
quickly draft more complete language amending the contract.
{Sansonetti has lead -- I will check with him tomorrow)



-~

Author: Kenneth Vogel at “M._ -DENVER-85-1

Date: 05/26/98 04:42 PM

Priority: Normal

TO: Lucy Querques Denett at ~MMS-DOI, vernon Ingraham at ~MMS-DENVER-85-2,
Deborah Gibbs-Tschudy at ~MMS - DENVER-GH-4

cc: pavid Domagala at "MMS-DENVER-GH-4, Linda Shishido-Sheahan,
Donald Gilman at ~MMS -DENVER-85-2, Robert Prael at ~MMS -DENVER-85-2

Subject: RIK

I just spoke with Don Hamilton. He has spoken to the others and they
pelieve that the letter I sent them has it right. They feel
uncomfortable signing (an incomplete agreement) so they are trying to
quickly draft more complete language amending the contract.
(sansonetti has lead -- I will check with him tomorrow)



Author: David Domagala at “be.s-denver-gh-4

_ Date: 05/20/98 11:30 AM

Priority: Normal

TO: Mary Turton at ~MMS -DENVER-85-2, Linda Shisghido-Sheahan at “mms-denver-85-1,
Kenneth Vogel at ~“mms-denver-85-1, Vernon Ingraham at “MMS-DENVER-85-2,
Donald Gilman at ~MMS-DENVER-85-2, Robert Prael at ~MMS-DENVER-85-2,
Deborah Gibbs-Tachudy, David Hubbard

Subject: Current Crude Prices
Now is a difficult time to negotiate. It appears they don't need our

supply.

Forward Header

Subject: Current Crude Prices
Author: Raymond Sagstetter at ~MMS -Houston-Audit

Date: 05/20/98 11:20 AM

Attached article from todays Dallas Morning News could be one of those
nother factors" that may affect the »delta® we come up with when
comparing crude prices after receiving bids.

Ray
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Crude oil prices fall to $12.96

Concerns over glut, Asia spark
nosedive

05/2009%
By Dianse Solis / The Dallas Morning News

Triggered by a fresh report of burgeoning ail
supplics, crude prices tumbled to as low as
$12.50 a barrcl Tuesday - a price not seen in
almost a decade.

After a late rally on the New York Mercantile
Exchange, futures contracts for June delivery of
the benchmark West Texas Intcrmediate closed
at $12.96 a barvel, down $1.11 or almost 8
percent from Monday's close.

Crude prices have plunged 12 percent in the
last three days of trading, as fears widened that
violence in lndonesia, the world's

- fourth-most-populous nation, would dampen

energy demand in Asia.

Tuesday's price swoon was also driven by the
realization that storage tanks around the United
States are full 10 the brim - yet another symbol
ol the global oil glut.

In one short hour Tuesday, prices fell a full
dollar - the biggest drop since the Persian Guif
War in 1991. The plunge followed a report by
Bloomberg News that storage tanks are full,
especially in Cushing, Okla. Cushing 1s the
delivery point for futures contracts ai the New
York Mercantile Exchange, the world's biggest
energy market,

And at one point duting the day, traders saw &

gaping spread of $2.13 between the expiring
contracts for June delivery and the new July

Si2UrdK 9 34 AN
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contracis.

“There is just ne storage space for oil," said Joe
Posillico, a trader with ED&F Man
International in New York.

The summer driving scason traditionally begins
over the upcaming Memorial Day weekend,
and crude oil use picks up as motorists fill
tanks with gasoline for holiday excursions. But
some analysts believe higher demand during the
summer months won't have much impact this
year.

“The onty thing that will stop this slide is
further output cuts [by producing nations],” said
Tom Bentz, an cnergy trader at Cresvale
International LLC.

In March, 17 oil-producing nations agrecd o
take 1.7 million barrels a day off the markel. As
aresult, prices briefly rose to around $17 a
barre} but then retreated to the 815 level. The
depressed prices reflect a global glut of ol
estimated to be twice the amount of the pledged
output cuts. Moreover, there are reports that the
full 1.7 miltion basrels haven't been pulled from
the market.

Members of the | | -nation Organization of
Petroleum Exporting Countries have tatked of
the need for a new round of production cuts
before the carel's semiannual meeting June 24.
Saudi Arabia Oil Minister Ali al-Naimi said
1hat an additional 500,000 barrels need to be
faken off the market, according to Bloomberg
News.

Pressure has been growing for Mexico, a
petro-powerhouse but non-OPEC member, 10
lead another effort for output cutbacks. ln an
unusual move in March, Mexican encrgy
officials helped cobble together the fisst pact
with OPEC nations and such non-OPEC oil
producers as Norway.

Pressure for a new pact is likely 1o prow in the

weeks 1o come Uil prices have o fullun 40
percent since November and are lower than

Sr20M8 9 54 AM
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they were before the first round of OPEC
production cutbacks.

“The second wave of cuts will be much harder
10 get than the firs,” said Rafael Quijano, an
analyst with Petroleum Finance Corp in
Washingion.

Mexico, Venczuela and Saudi Arabia are in a
hardball competition 1o sustain market share in
the United States, which consumes fully &
fourth of the world's daily crude output, Mr.
Quijano said.

“Markei share is going 10 be an imporiant
consideration every time someone cuts,” he
said. *The compelition is now pretty serious.”
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_ AGE_REFleq, INg. |

REFINING OFFICE

7811 S. Presa

San Antonio, Texas 78223
{210) 532-5300

m . ' (210) 532-7222 Fax
July 23, 1997 4

Department of Interior/MMS i Sy 0 A vun)
Denver Federal Center - . '
Building 85 MS 3130 LAY TWT Werrts
Denver, CO 80225 B allerndd

g

ATTN: Mary Turten
Dear Mary,

Here is a diskette that contains all of the information from the MMS programs activity
pertaining to AGE Refining from January 1995 thru July 1997. The information
includes: actual production (RIK percentage), actual MMS billing and actual receipts
from respective blocks. Hopefully we can reconcile these numbers and complete this
before the end of March 1998..

If you have any questions regarding the numbers in this spreadsheet please do not hesitate
to call me.

Sincerely,
y (0

;e’-" & V,P/'s(/"’ry

Q} [ ]
Leo A. Gonzalez : e ~°
MMS Accountant 6M \ (W) {P 2 e S“; ] {9_5:

AGE Refining, Inc. K&S e ) Pg)’
L C o
3 m/\”” <
{{\u o e

Corporate Otfice. 4455 Alpha Road, Bidg. 2 - Dallas. Texas 75244 = (972) 458-7333 » (972) 458-7222 Fax



~

Ruthor: Vernon Ingraham at MS-Denver-85-2
Date: D4/06/98 11:43 AM .

priority: Normal
TO: Linda Shishido-Sheahan at ~mmg-denver-85-1, Mary Turton, Donald Gilman, Robert Prael,

James McNamee at ~MMS-DENVER-GH-1, Deborah Gibbs-Tschudy at “MMS -DENVER-GH-4,
Kenneth Vogel at “mms-denver-85-1, pavid Hubbard at ~MMS-DENVER-GH-4,
bavid Domagala at ~MMS-DENVER-GH-4

Subject: Re: Proposed draft language on refiner reneg.

Attached file containg the surety modifications ARD can implement. Nothing
drastic and nothing which we see as jeopardizing the program.

I talked to Don Hamilton about this and he expressed his concern that we do
nothing to jecpardize the program as there have been questicnable companies in
the RIK program in the past .and should we have one Or more in. the future, -a
problem with one could end up being a problem for all refiners in the program -
i.e., we kill the program OIr restructure it again.

Reply Separator
Subject: Proposed draft language on refiner reneg.
Author: David Domagala at ~“mms - denver-gh-4 -
Date: 04/02/98 01:09 PM

Attached is a draft of a letter that includes the gist of our
counter-proposal (after meeting with Lucy on Tues.). Vern/Don, the
section on surety relief needs your input, I felt uncomfortable
recounting what was agreed in this area. Please make
additions/changes and send them to Ken.

I understand that Ken is going to phone the refiners on Friday rather
than send a letter, so it will serve as 2 basis for talking points
ocnly.

-Thanks, -Dave



The MMS is agreeable to the following changes to the eligible refiner Royalty-in-Kind (RIK)
contract surety requirements. The changes, if adopted, will be only for offshore RIK contracts in
effect as of April 1, 1998, and only for those contracts for which a prospective pricing formula
has been negotiated.

. The MMS will allow the refiner to:

--Apply the balance of the cash surety that the refiner paid for the first month’s royalty oil
under its contract to a current RIK bill (RIKB) or RIKBs, up t0 the amount of the cash

surety; or -

--Reduce its letter of credit to an amount, calculated by MMS, sufficient to cover the
value of 69 days of royalty oil, while leaving the cash surety as is until it is used to pay for
royalty oil delivered in the final month of the contract.

. The MMS will reduce (Ratchet down) the amount of the refiner's letter of credit in
increments following the termination of the contract. The MMS will reduce the surety by
corresponding amounts as the refiner fulfills its payment obligations. For example, when
the refiner pays for a month's royalty oil after contract termination, the refiner will be
allowed to reduce the surety to an amount sufficient to cover the remaining royalty oil
payments, plus an amount to cover the estimated maximum adjustment that will be made
1o billed volumes following reconciliation. The surety will not be reduced to an amount
less than that required to cover the estimated reconciliation amount until the refiner pays
the final bill (post reconciliation). At that time, pursuant to the change explained in the
last bullet below, the MMS will release the surety.

If the MM still retains the cash surety, its value will be included with the letter of credit
value in the calculations of the required surety amount until it is applied to an RIKB(s).

. The MMS will release the surety in its entirety when the refiner has paid all billed
amounts, up to and including the RIKB issued following the final volume reconciliation.



Author: David Domagala at " metB-denver-gh-4

Date: 04/27/98 09:25 AM

Priority: Normal

TO: Derald Reisinger at ~MMS-CONCORD

C¢C: Mary Turton at ~MMS -DENVER-85-2, Stacy Leyshon at ~“mms -denver-85-1,
Linda Shishido-Sheahan at “mms -denver-85-1

Subject: RIK 0il Valuation

Yes, Derald, that info. would be useful. Please send to me at mail
stop 3151. Thanks, -Dave

Forward Header

Subject: RIK 0il valuation
Author: Stacy Leyshon at ~“MMS -DENVER-85-1
Date: 04/27/98 05:08 AM -

FYI.

Forward Header

Subject: RIK 0il Valuation
Author: Derald Reisinger at ~MMS - CONCORD
Date: 4/24/98 9:29 AM

We are currently reviewing Chevron's oil valuation in the Gulf of
Mexico. While we are not looking at RIK, we are getting invoices and
other data on fields and areas containing some of the RIK leases for
our test months.

Would this information be useful to you for comparison purposes?



— -
Author: Kenneth Vogel at "k _,-DENVER-85-1

Date: 04/29/98 01:19% PM

Priority: Normal

T0: Linda Shisghido-Sheahan

Subject: Re[4]: Meeting with Don Hamilton

Don Hamilton called this morning, he is very unhappy that this thing has
gone on as long as it has. He says he is getting heat from the other refiners
and feels that he has nothing to rell them. He really wants to resolve this
igsue scon. He proposed a meeting on Friday at 10:00 in his office. I told him
that we would show him our analysis and get direct feedback as to what we have
found. We agreed that this should be cur last meeting on this issue. -Dave

Reply Separator
Subject: Rel[3]: Meeting with Don Hamilton
Author: Deborah Gibbs-Tschudy at “mms-Denver-GH-4
Date: 04/28/98 10:37 AM

Lookes like I won't be back in the office until Friday now.

The purpose of the meeting with Don is not 8o much to go in with a
position and complete negotiations, but rather to review our latest
analysis with him. The analysis that Dave and Mary completed last
week still shows that, based on 1937 data, their offer is not much
different than the prices we billed them based on what producers
reported on Form MMS-2014.

Reply Separator
Subject: Rel[2]: Meeting with Don Hamilton
Author: David Domagala at ~“mms - denver-gh-4
Date: 04/28/98 09:12 AM

1 left a message for Don yesterday, apparently he is out of the office
until Thurs. but his secretary said he would call me to set up a
meeting -on Thurs or Fri. I still have not heard from him, but when I
do, I'll let you know.

In terms of a premeeting, Debbkie is out until Thursday, but I would be
happy to meet anytime to discuss what we found. Also, I would like to
ask that Mary Turton be involved as well because she assisted greatly
in the comparisons. -Dave

Reply Separator
Subject: Re: Meeting with Don Hamilton

Author: Kenneth Vogel at ~MMS -DENVER-85-1
Date: 04/27/98 0B:38 RAM

Yeg I am available. By this message I am also inviting Vern. Do we
want a pre-meeting so that we have a position?

Reply Separator
Subject: Meeting with Don Hamilton

Author: Deborah Gibbs-Tschudy at “mms - denver-gh-4
Date: 4/24/1998 4:11 PM




e

Don Hamilton called early this week after the refiners met with the
Director and Lucy.

He asked if we might be able to get together at the end of this week
to go over our analysis of their latest offer. I told him that we
simply did not have time this week and that I would be in D.C. the
first part of next week. So, we agreed to try to meet the end of next

veck (april 30 or May 2).
| ia}g W




I

Don Hamilton called early this week after the refiners met with the
Director and Lucy.

He asked if we might be able to get together at the end of this week
to go over our analysis of their latest offer. I told him that we
gimply did not have time this week and that I would be in D.C. the
first part of next week. So, we agreed to try to meet the end of next
week (April 30 or May 1).

pave, please call him and set up a time to meet on May 1. Don said to
please call him if there is any more information that you need in
advance of the meeting.

Ken, would you be available to join us?



